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PREFACE 


This volume provides a permanent record of the papers 
presented at the December 1957 Teachers' Conference of the 
American Marketing Association held in Philadelphia. It rep- 
resents the efforts of many people: the Conference Committee, 
the Program Committee, and the authors of papers and chair- 
men of meetings. 


The papers presented here clearly reflect the Conference 
theme, ''The Frontiers of Marketing Thought and Science,"' for 
in reading the papers one can hardly escape the conclusion that 
the subject matter is rather generally centered on information, 
theory, and developments which have been evolving in the last 
five years. Further, the authors deal with the various topics in 
a pioneering, generally exploratory manner. That this is true 
reflects credit upon the authors and also upon those who planned 
the Conference. Dean Alfred L. Seelye and Professors Thomas 
Staudt and Charles Goodman are due special credit for their 
work in planning and organizing the Conference. 


In an attempt to group the papers in a homogeneous fashion 
the editor has rearranged them rather than presenting them in 
the order indicated by the Conference Program. It is hoped that 
the present organization will increase the utility of the volume. 
Readers interested in the Special Interest Subcommittee meetings 
of the Conference will find the papers and summaries of these 
meetings in Section K. All members of the Association, and es- 
pecially the teachers, should find Section J of interest since it 
deals with the role of teachers in the Association. 


The editor would have preferred to print these papers ina 
somewhat more dignified, and therefore expensive, medium than 
this volume affords, but was restrained by Association officials 
operating under budgetary limitations. Publication of the Pro- 
ceedings of the American Marketing Association Conferences is 
a relatively recent development. Perhaps in time a clearer, 
more definitive publications policy may prevent delay in publica- 
tion and establish greater uniformity among the various volumes. 


The editor is indebted to the authors for their excellent 
cooperation. Editorial revision has been kept to a minimum. 
The editor, however, assumes full responsibility for mistakes 
and possible misconstruction which may have resulted from 
editorial changes. 

FRANK M. BASS 
The Ohio State University 
Columbus, Ohio 
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Motivation and Consumer Behavior 


1 


The Impact of Consumer Attitudes 
and Motivations on Behavior 


EVA MUELLER* 
UNIVERSITY OF MICHIGAN 


In the last few years government and business economists 
as well as market researchers have become increasingly inter- 
ested in data on consumer motivations and attitudes. This 
interest stems from a recognition that financial and demographic 
factors yield only a partial explanation of consumer purchase and 
Savings decisions. To recognize the importance of psychological 
data is, however, only a small first step toward an effective use 
of such data in market research. 


SELECTION OF THE PSYCHOLOGICAL VARIABLES 


The field of attitudes and motivations is a large one. Our 
first problem is one of selection. What sorts of psychological 
data are most relevant? How are different kinds of psychologi- 
cal data related to each other and to behavior? In attempting to 
answer these questions I shall be concerned only with the use of 
psychological data in explaining and forecasting changes in ag- 
gregate consumer spending and changes in spending on classes 
of products such as cars, or refrigerators, or life insurance 
policies. Our interests at the Survey Research Center are con- 
fined to this area. Others are undoubtedly interested in the use 
of psychological data in the analysis of brand preferences and in 
connection with advertising. 


*Eva Mueller is Assistant Program Director at the Survey 
Research Center, University of Michigan, and an Assistant 
Professor in the Department of Economics. She is engaged in 
research on consumer attitudes and behavior and is co-author 
with George Katona of Consumer Attitudes and Demand, 

1950-52 and Consumer Expectations, 1953-56. Prior to coming 
to the University of Michigan in 1951, she was at the University 
of Buffalo from 1948-50 and with the Federal Reserve Bank of 
New York from 1943-46. She holds a PhD degree from 

Harvard University. 
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MOTIVATION AND CONSUMER BEHAVIOR a 


Given the objective of sales analysis and forecasting, one 
criterion of selection is variability. We must distinguish bet- 
ween psychological factors which are stable over time and those 
attitudes and expectations which change in response to the ever- 
changing economic environment. At the one extreme there are 
very stable personality traits which have been shaped over a 
period of years, beginning in the individual's childhood. These 
traits undoubtedly influence people's wants, but they do not by 
themselves explain fluctuations in the sale of a product or 
changes in the popularity of a product. For the extent to which 
people strive for affection, or self-esteem, or power will be just 
about the same next year, and in five years, as now. At the 
other extreme are the more variable attitudes which are situa- 
tionally determined. Into this category fall, for example,income 
expectations, attitudes toward prices, concern about job security, 
feelings of saturation, the desire to upgrade one's possessions. 
Because of their variability over time these attitudes have a 
particular relevance for market forecasting. 


However, these attitudes at best measure people's willing- 
ness to make discretionary expenditures in general. We also 
need in our bag of analysis tools measures of willingness to make 
particular kinds of expenditures, say on new automobiles. We 
may ask people whether they like the new car models, whether 
these have any features which they would like to have on their 
cars, whether new or used cars are a better buy these days, 
whether their old car is in good condition, whether they feela 
need for a second car. Responses to such questions will vary 
over time and should be related to consumer purchases. They 
may also give clues as to how sales potential can be increased. 
A further criterion of selection is that of closeness of the deci- 
sion making process. If we had good measurements of all rele- 
vant financial, demographic, and psychological variables over a 
period of years, we could calculate a statistical equation which 
would describe and quantify the relation between these variables 
and consumer purchases. An alternative procedure is to let the 
consumer make these calculations for us and then to intercept 
the decision-making process. That is, once the consumer on the 
basis of his psychological make-up, his attitudes and expecta- 
tions, his financial position, his family and inventory status has 
arrived at tentative purchase plans for a period ahead, we may 
simply ask him what the chances are that he will buy a certain 
kind of product. Thus data on buying plans represent measure- 
ments obtained at a relatively advanced stage in the decision 
making process. If these measurements were entirely accurate, 
it would be unnecessary to concern ourselves for forecasting 
purposes with the factors which lie behind the buying plans. 
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Conversely, if we knew how to construct an entirely accurate 
forecasting equation from the more basic psychological, finan- 
cial, and demographic data, the buying plans would be redundant. 
For the time being both methods are only partially successful, 
and the buying plans are a useful supplement to other forecasting 
methods. 


What is the relation of the buying plans to other psycholog- 
ical and attitudinal variables? In part the buying plans are de- 
termined by these other variables and therefore contain some of 
the same information. At the same time attitudinal data may 
supplement the buying plans data, helping us to estimate the 
likelihood of unplanned purchases. However, data on buying 
plans are useful only as a short-term forecasting device. If we 
are interested in analyzing the reasons for past changes in con- 
sumer demand, we must go directly to the factors which lie be- 
hind the buying plans. 


VALIDITY TESTS 


The fact that a multitude of psychological variables might 
be related to consumer decisions points to the imperative need 
for testing. Many psychological variables look interesting and 
relevant on the surface, but often conflicting motivational or at- 
titudinal explanations appear equally plausible and relevant. 
Therefore a very large part of our recent work at the Survey Re- 
search Center has been concerned with validity tests. Wehavea 
mimeographed bibliography which will enable you to study the 
statistical evidence in detail, if you wish. Only a few highlights 
can be reported here. 


The. Aggregative Test 


The simplest kind of test is the so-called ''aggregative 
test''. It requires comparable data over a period of time, ob- 
tained from large representative samples of the population. The 
buying plans as well as the attitudes which are variable over 
time should be subjected to this test. Automobile buying plans 
may serve as an example for a moment. Suppose you have 
measured automobile buying intentions over the last 10 years. 
You may then construct a time series showing the fluctuations 
in the percentage of people who plan to buy an automobile. This 
time series can be compared with fluctuations in subsequent 
automobile sales or new car registrations, for example by means 
of time series correlation. Similarly time series can be con- 
structed which trace fluctuations in the percentage of people who 
are optimistic about their financial situation, or who feel that the 
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present is a ''good time to buy", or that business conditions are 
improving. We have even constructed an Index of Consumer 
Attitudes, designed to measure changes in the state of optimism 
and confidence. These time series may then be tested against 
subsequent discretionary spending, or sales of major durable 
goods, taking into account income fluctuations which occurred at 
the same time. The major difficulty concerning the aggregative 
test is that comparable data over a long period of time are need- 
ed before one can hope to get anything like conclusive results. 


The Reinterview Test 


A second test, the so-called reinterview test, must there- 
fore supplement the aggregative test. The reinterview test re- 
lates psychological variables to subsequent behavior at the in- 
dividual level. In the first interview one obtains measurements 
of buying plans, or attitudes, or personality characteristics. In 
the second interview data are obtained from the same people on 
purchases between the first and second interview as well as on 
some of the major demographic and financial characteristics of 
the family. This information makes it possible to study the 
fulfillment or non-fulfillment of buying plans at the individual 
level. It also shows whether people who were optimistic or who 
expressed favorable attitudes toward a product made more pur- 
chases in the ensuing period than people who were pessimistic 
or those who expressed unfavorable attitudes. 


The Ex Post Facto Test 


A third type of test, also at the individual level, relates 
attitudes, expectations or personality traits to recent purchases 
or ownership patterns. This third test has the merit of simplic- 
ity, since data on past purchases or ownership and the psycho- 
logical variables can be obtained in one and the same interview. 
However the test is a static one. It cannot tell us how changes 
in attitudes or expectations are related to changes in sales. 


THE TEST RESULTS 


What did we learn from these tests? Turning first to the 
situationally determined attitudes - our measures of optimism 
and confidence - we have found that these show a very close 
relationship to subsequent purchases of consumer durable goods 
over the past four to five years. Only eleven comparable ob- 
servations are available from our Surveys of Consumer Finances 
and from the Periodic Surveys conducted at 4-6 months intervals 
to assess the state of consumer confidence. For this period the 
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correlation between our Index of Consumer Attitudes and durable 
goods purchases is above .90. Clearly the period is too short, 
and the available observations are not sufficiently independent, 
to permit us to regard these findings as conclusive or to draw 
inferences about the future. 


The results of the reinterview test differ between periods. 
It appears that in some periods people's attitudes are based pri- 
marily on their financial experiences. They are optimistic be- 
cause their incomes are high or rising, pessimistic because 
their incomes are low or falling. In such periods consumer at- 
titudes can be shown to have a considerable influence on pur - 
chases, but they contain about the same information as financial 
data. That is, they make no net contribution to the explanation 
of purchases over and above that provided by income and other 
financial data. There are other periods when attitudes are af- 
fected by other changes in the economic environment and thus a 
divergence between income and attitude trends may occur. The 
divergence may be due to economic news - about price changes, 
tax changes, employment opportunities, sales trends, recession 
or recovery prospects; or it may be due to political developments 
such as the outcome of an election or international disturbances. 
At such times attitudes have been proven to have an independent 
and significant influence on purchases at the individual level, 
even after income effects have been taken into account. 


Next we turn to data on buying plans. It is clear that the 
value of buying plans as a forecasting tool varies between pro- 
ducts. Among the buying plans we have studied those for auto- 
mobiles are the most accurate. Both the aggregative and rein- 
terview test point to this conclusion. Multivariate statistical 
analysis shows that at the individual level a highly significant 
relation exists between car buying plans and later purchases. 
Moreover, ina series of three reinterview studies, covering 
five different time periods, we found that among people who 
planned to buy a car 48-63 percent fulfilled their plans within a 
year and 75 percent bought within a year anda half. This com- 
pares with purchases by about 5-10 percent of non-planners. 
However, since about 80 percent of families interviewed have no 
buying plans at any one time, the relatively low level of purchases 
by this group still accounts for a substantial proportion of total 
car sales - a little less than half of the new car sales and a little 
more than half of used car sales. These figures are interesting 
but not conclusive. The crucial question for forecasting is not 
that of individual fulfillment but whether over time changes in 
plans to buy correspond to changes in purchases. For example, 
if actual purchases were always 3 times as frequent as buying 


° 


MOTIVATION AND CONSUMER BEHAVIOR 7 


plans, data on buying plans would be a perfectly accurate fore- 
casting tool despite the large number of unplanned purchases. 
Therefore we again turn to the aggregative test. On the basis of 
13 observations during the years 1950-57 we do find that time 
series of car buying plans and new car registrations in the fol- 
lowing 12 months show a very high correlation. Yet our results 
again are inconclusive because the time period over which the 
data are available is too short. 


The measurement of plans to buy household appliances is 
more difficult. One problem is that of the small incidence of 
purchase plans in any given sample. The percentage of people 
who express purchase plans for such products as refrigerators 
or washing machines varies from about 4 1/2 percent in bad 
years to 6 1/2 percent in good years. Therefore a rather large 
sample is needed to reduce the sampling error to acceptable 
size. Secondly, as I mentioned before, buying plan measure- 
ments depend on the assumption that the planning process can be 
intercepted. However, for most people the planning period for 
these appliances is considerably less than a year, and some- 
times it is only a few weeks. We found in several studies that 
between 1/3 and one half of the families with plans to buy house- 
hold appliances purchased within a year, while only 5-7% of 
families without a plan made purchases. However, since people 
without plans include the vast majority of the population, their 
infrequent purchases loom very large in the totals. Between 60 
and 80% of appliance purchases during a given year will not 
mention a buying plan at the beginning of that year. Still, at 
certain crucial turning points the buying intentions data for home 
appliances gave correct advance indications of shifts in aggre- 
gate future purchases which could not have been obtained from 
financial or demographic data. For example in June and Octo- 
ber 1954 plans to buy major household goods were at very high 
levels; they declined in 1955 and a further substantial drop oc- 
curred in early 1957. However, there have also been some 
movements in this series which did not correspond to future pur- 
chases. We believe that these variations may be due in large 
part to seasonal factors. We do not yet have enough data, col- 
lected at different times of the year, to adjust for seasonal vari- 
ation and test the forecasting value of the adjusted series. 


GENERALIZATIONS ABOUT THE SUCCESS 
OF BUYING PLANS IN FORECASTING 


Two important generalizations can be drawn from our anal- 
ysis of buying plans to date: (1) Data on buying plans are most 
useful for large purchases which are made fairly frequently, for 
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example cars. They are less reliable for smaller purchases 
which have short planning periods, such as household appliances. 
They also are less reliable for purchases which are made only by 
a very small percentage of the population in any one year, such 
as houses. (2) The probability that buying plans will be fulfilled 
is high for all major consumer goods, expecially if we allow for 
purchases over a year and a half rather than a shorter time span. 
The real problem of prediction centers around the unplanned 
purchases which vary considerably from year to year. This sug- 
gests that other attitudinal data, financial data, and demographic 
data are needed to estimate the probability of purchase among the 
large group who do not express buying plans. 


BUYING PLANS FOR NEW PRODUCTS 


So far I have discussed plans to buy relatively well- 
established products. If we were considering new products which 
are not yet widely accepted by consumers, data on buying plans 
would be of much less value. The reason is that buying intentions 
for such goods are likely to underestimate the prospective growth 
in demand by a substantial margin. People may think well of a 
new product. Yet they may feel no particular need to own it or 
they may lack the imagination to see themselves owning it. When 
their friends and neighbors begin to buy the new product, their 
own favorable attitude may rapidly turn into active demand. For 
example, we found in 1954 that people spoke very favorably of 
such new products as clothes driers, deep freezes, dishwashers, 
air-conditioners, and garbage disposal units. Attitudes toward 
these appliances were particularly favorable among home owners 
who already owned a cooking range, refrigerator, TV, and wash- 
ing machine. Yet very few families had plans to purchase the 
newer appliances. Since 1954 sales of the new appliances have 
been growing substantially, suggesting that in this case favorable 
expressed attitudes provided a more accurate indication of latent 
demand than people's buying plans. 


THE RELATION OF ATTITUDES AND PERCEPTIONS 
IN PARTICULAR CASES 


Life Insurance 


Finally I turn to attitudes and perceptions regarding par- 
ticular classes of products. These will not always change suf- 
ficiently over time to be of value in forecasting sales. However, 
they do throw light on the reasons why some people do, and 
others do not, make certain outlays. I may cite two examples 
from recent Survey Rearch Center studies. The first example 
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has to do with life insurance. Studies of life insurance owner- 
ship among American families demonstrate clearly that the 
amount of insurance owned increases sharply with income and 
that it is closely related to family status, age, and number of 
children. But they also demonstrate something else - namely, 
that there are large differences in amount of insurance owned 
among families with similar financial and family characteristics. 
This finding suggested to us that differences in people's percep- 
tions of life insurance and in their motivations for owning life 
insurance must also be studied. Accordingly we asked people 
why a family like their own, should or should not, own life in- 
surance. The larger the number of reasons for owning insur- 
ance which a family could cite, the more insurance it was likely 
to own. This relationship held within all major income groups. 
In particular, families who viewed insurance as a source of 
funds for retirement or education of children and those who val- 
ued it as a means of saving regularly were likely to have larger 
amounts of insurance than those who viewed it merely as a 
means of meeting burial expenses or of protecting the family in 
case of death of the breadwinner. We also found that people who 
perceived life insurance primarily as a means of meeting burial 
expenses had a tendency to insure every family member in 
relatively small amounts; while others were more likely to con- 
centrate their insurance payments on the head of the family. 


Long Distance Telephone Calls 


My second example has to do with long distance telephone 
calls. In this study the characteristics of very frequent long- 
distance callers and those of very infrequent callers were com- 
pared. The two samples of callers were drawn from telephone 
company records. We found of course that income and whether 
or not a family had friends and relatives who lived in a distant 
community were major determinants of the number of long- 
distance calls made. However we found that a third major de- 
terminant were people's feelings while making a telephone call. 
Those who described the experience of making a long distance 
call as pleasant, easy or happy were more likely to be frequent 
callers than people who said they were nervous, keyed-up, or 
tense. These expressed attitudes toward the phone were related 
to certain personality variables, particularly a variable which 
measured need for affiliation with other people. However, the 
expressed attitudes toward the phone were much more closely 
related to frequency of calling than any of the underlying person- 
ality measures. These findings suggest that conscious attitudes 
toward a product reflect a wide range of personality factors, 
past experiences, and perceptions. It may often be difficult to 
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measure and combine these underlying factors accurately. The 


conscious attitudes are likely to be easier to measure and may be 


closer to the decision-making process. Acting as barriers or 
facilitators which influence consumer action, they must be of 
interest in their own right to the market analyst. 


CONCLUSION 


In conclusion, let me repeat that our studies have shown 
again and again that consumer attitudes do influence behavior. 
Multivariate statistical studies moreover have demonstrated that 
data on attitudes make a contribution of their own to the explana- 
tion of behavior provided by financial and demographic factors 
alone. Similarly forecasts of consumer purchases based on fi- 
nancial and demographic variables can be improved by taking 
account of changing attitudes and plans. 


Market research which is concerned with attitudinal and 
motivational factors is sometimes described as qualitative as 
opposed to research based on financial and demographic factors 
which alone is supposed to be quantitative. This dichotomy is 
false. Psychological data can and must be subjected to rigorous 
statistical tests which evaluate their relation to behavior. At the 
same time the selection of attitudinal measures, their interpre- 
tation, and their joint use with non-psychological data makes 
great demands on the imagination and good judgment of the mar- 


ket analyst. Good market research is qualitative and quantitative; 


it is a science as well as an art. 
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The Public Image - 
Motivational Analysis for Long-Range 


Merchandising Strategy 


PIERRE MARTINEAU* 
CHICAGO TRIBUNE 


We are in the midst of a study of the airlines which encom- 
passes both the strengths and problems of air travel itself, and 
of the major carriers individually. Outwardly the airlines offer 
virtually the same services - comparable equipment, pretty 
stewardesses, first class flights with free meals, coach flights 
at lower cost and no meals, they use the same airports and 
ground transportation, and the rates are for all intents and pur- 
poses the same. Physically and functionally they are almost 
indistinguishable. 


AIRLINE PROFILES 


TWA -- Glamorous 


And yet in the public mind they have sharply different pro- 
files. And they have different strengths directly related to the 
flying experience of the consumer group. To the inexperienced 
flier for whom air travel is still a glamorous adventure. TWA 
is the most visible and most highly thought-of line. Because of 
its advertising emphasis and its overseas flights, TWA is the 
magic carpet to exotic places and experiences. 


United and American -- For Business 


United and American on the other hand are airlines for the 
businessman. The frequent traveller doesn't care about exotic 
adventures. He is most of all interested in good scheduling, de- 
pendability and excellent service. United particularly is seen as 


*Pierre Martineau is Director of Research and Marketing 
with the Chicago Tribune. He has a background of 33 years in 
sales, advertising, sales promotion and research. He is 


author of a recent book titled ''Motivation in Advertising: 
Motives That Make People Buy''. He has addressed marketing 


and advertising groups and university seminars throughout the 
United States and Canada, on the uses of sociological and 
psychological research for business problem solving. 
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the airline for the top executive accustomed to extra-plush serv- 
ice, the sort of unostentatious but impeccably perfect service one 
would expect at the Ambassador Hotel or the Chambord Restau- 
rant in New York. 


Northwest -- Alcoholic Beverages 


Northwest Airlines goes off in just the opposite direction - 
glamor, fun, associations with vacations, the Orient, the Fuji- 
yama Room, and cocktails. The most striking impression of 
Northwest on the measurements we used was its serving of 
alcoholic beverages. Each of the seven lines whose profile we 
delineated had its own distinctive aura of attributes. While 
schedules and destination obviously are the primary determi- 
nants of consumer choice, on competing flights these individual 
images play a major role in selection, depending on what the 
particular individual values most. Some people like United for 
the associations of safety coming from its radar detection of 
bad weather. By contrast, others like Capital just because it 
is considered the riskiest airline in view of the shorter fuel 
reserves on the Viscount. In answer to the sentence stem 
"Hot-rodders would fly-'', Capital received almost as many 
mentions as all other lines combined. Yet Capital has a 
phenomenal growth record because many personalities apparent- 
ly like to live dangerously, just as they like skiing and foreign 
sports cars. 


SUBJECTIVE ATTRIBUTES 


While I have mentioned mostly functional factors, each 
airline personality has a distinctive core of purely subjective 
attributes also - dependability, modern or old-fashioned, 
customer-oriented or stockholder-oriented, stewardesses 
versus stewards, even to such aesthetic qualities as interior 
appointments, contour of the ships, and color schemes. United 
uses the Raymond Loewy design organization and has changed 
its paint scheme and added various fillips of color on the ship 
tails to signify ultra-modernity. 


What I have been trying to say is that associations for each 
line are not formed on the same basis atall. The traveller who 
wants a noisy good time won't fly on the quiet, sedate business - 
man's line. The same man who goes first class when he is 
travelling as an executive prefers coach flights when he has his 
family of youngsters who might cry or disturb other executive 
travellers. The airline preferred by businessmen is not pre- 
ferred when travelling with children. 
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I have labored the fact that each line is defined in the public 
mind partly by its functional qualities, but also in very large 
part by a halo of attitudes and purely subjective attributes. 
Sometimes these are factually not true at all. One line consider- 
ed stodgy and behind the times about its equipment in point of 
fact has been the greatest innovator of new ships. It is most 
associated with DC-3's, although it discontinued this equipment 
several years ago. 


The profile of the individual line would be comparable to 
the concept of a brand image. I should also like to make the 
very important point that there also exists an image for the pro- 
duct type which plays an enormously important role in consumer 
choice. Air travel for instance has captured public imagination 
as the deluxe, glamorous, super-fast mode of transportation. In 
one sense this is excellent, yet in another sense this is a very 
limiting image to be the businessman's bus. The man on the 
street is very certain that top executives, society women, and 
the wealthy travel by air. But he is also certain that the factory 
worker, the average vacationist, or the bookkeeper would be 
quite out of place in this atmosphere, no matter if they could af- 
ford it. With their coach fares, the airlines have tried to reach 
this market. When their jet equipment goes in service in 1959, 
with double the seating capacity of the present planes, they will 
have to break into the mass market somehow. They can't fill 
these added seats with business travellers - they have them al- 
ready. But far more than cost is involved in this task of widen- 
ing their market. They have to mitigate their present high-status 
definition. 


PRODUCT TYPE IMAGES 
Fur Coats and Banks 


This is a lot to say about airlines. But the problems of 
product-type image are everywhere visible. Furriers want to 
know why the fur coat market has shrunk about two-thirds since 
1946. Why have so many women ceased buying fur coats? Ina 
current study on forms of saving and personal loans, we asked 
people to describe the situation of opening a savings account in 
a bank, and similarly in a savings and loan association. Re- 
spondents are quite certain the individual would be questioned at 
length and that it would somehow be difficult to open an account 
in a bank. Instead of the bank actively reaching out for new 
customers, it is doing the saver a favor to allow him to open an 
account. In fact, he might even be turned down. But no one 
would experience any difficulty whatever at a savings and loan 
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association, where the personnel are much friendlier and above 
all, more humanized. Similarly the applicant for a small per- 
sonal loan would encounter an inquisition at the bank, which in 
all probability could be enbarrassing. On the other hand, he ( 
would experience no such embarrassment at a personal loan 
company. 


Canned Soup 


The housewife and mother is very nutrition-conscious. ' 
Home-made soup is very nutritious. But she doesn't think can- 
ned soupis. Cream of tomato soup is made of milk and canned 
soup. Yes, milk is nutritious by itself. But when it is used in 
cream of tomato soup, somehow the nutrition disappears. These 
irrationalities of course appear everywhere, and by no means 
are confined to such notoriously irrational creatures as women. 


Sunday Comic Advertising 


In the advertising field, Sunday comic section advertising 
has suffered sizable losses the past several years. Yet the 
medium itself has not changed. The audience is still the same 
and comic section advertising still is productive for those who do 
use it. So why the losses? Because suddenly the advertiser 
didn't like it. All the factual arguments about sales successes 
and low cost are disregarded. The advertiser doesn't like the 
image of comic sections. What if his sales did go up? He still 
doesn't like the medium. 


Radio Advertis ing 


Radio advertising experienced similar declines with the 
advent of television. Now however the tide has turned, and in 
the past two years radio has shown the largest percentage gain 
of any media. As one advertiser said, ''We took another look 
at radio and found it to be still healthy, so now we are using it 
again.'' My point is that the audience for morning, daytime and 
car radio was there all the time. But now the advertiser thinks 
differently about it. The previously unfavorable image has 
suddenly become appealing. Radio didn't change. But the ad- 
vertiser's attitudes and hence his evaluations did change. In 
other words, it was the psychological pendulum which shifted. 
Nothing about the functional factors was involved. 


SUBJECTIVE IMAGES 


In no sense am I depreciating the importance of the t. 
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functional factors. The consumer will certainly find out ina 
hurry if a new product does have real superiorities, whether it 
is an engineering or taste or service or price advantage. The 
consumer is just as accurate in his negative appraisals. But I 
am stressing the point that over and above all the functional ele- 
ments, we must always recognize that purely subjective factors 
usually play a significant role in the fortunes of a brand, a 
product-type, a corporate entity, a service institution, a retail 
store. And I also include such broad avenues for consumer 
expenditures as travel, home ownership, spending versus 
saving, ad infinitum. 


I should like to organize this discussion in three steps: 


1. To conceptualize this notion of the brand or store or 
corporate image. 


2. How do we as researchers set about isolating this 
image ? 


3. Then what does management do about it, if anything? 


Brand Ima ge 


I scarcely think it necessary for me to proceed from the 
beginning about brand images. For several years we have grad- 
ually articulated this concept, particularly in advertising, so 
that today it is stated consistently as part of the philosophy of 
leading agencies that they are trying to mold a favorable public 
image for the brands they handle. Their statements reflect 
awareness that brands do have different subjective attributes; 
that even when competitive brands are functionally indistinguish- 
able, their images may be very different; that it is extremely 
important to create these psychological distinctions for a brand 
because the consumer is not happy when his choice has no char- 
acter. Because all of his behavior including his purchasing be- 
havior is a form of self-expression, he does not form strong 
brand loyalties in the areas where the brands lack distinction. 
The home appliance field is a cogent example of an area where 
the selling presentation has been narrowly functional, where the 
meanings are arid and dull, and where the buyer therefore is 
perfectly willing to settle matters ona price basis. If the brands 
all do their job well engineering-wise but are indistinguishable 
otherwise, why not choose the one offering the lowest price? 


When they wax philosophical, leading figures in the adver- 
tising agency field are fond of saying that their task is to establish 
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dynamic differences for their client products. Yet the truth is 
that really important product differences seldom exist in today's 
market place. The actual opportunity for distinction mostly lies 
in this arena of brand images. By advertising, by styling, by 
color, by package design, the manufacturer can invest his brands 
with a unique psychological character which sets it completely 
apart. The cigarettes use almost identical tobaccos, yet each 
leading brand has its own distinctive personality appealing to a 
very loyal group of smokers. Each beer has its customer 
strength, not in product differences, but in the richness and de- 
sirability of the subjective appeal in its brand image. 


I probably shculd include a definition of what we mean by 
the word image. This definition is good. ''The term ‘image' is 
meant to include everything: the literal or physical qualities of 
the object, the social aspects of perception, the attitudes or 
emotional tone, the expectations developed, the beliefs engen- 
dered - everything. The term 'dynamic system' is a more 
sophisticated expression for the same concept. 


Store Personalities 


I should like to go on from brand images to discuss retail 
store personalities and corporate images. We have done con- 
siderable work on the Chicago department stores and have found 
that each has its own definite character formed in part of actual- 
ities and in part of psychological overtones. Unlike the brand 
image, however, the store personality is far more complex with 
a much greater number of facets. The store operator almost 
invariably thinks of himself as a merchant who is being evalu- 
ated by the shopper in terms of quality, value and service. Yet 
the truth is that the shopper uses a much broader scale for her 
evaluations. The most important question she asks herself has 
to do with the status of the store: ''Who are the other shoppers, 
how will the clerks treat me, what are the price ranges, and do 
I fit in that store?" 


No matter what bargains are featured, unless the store 
personality is consistent with and appealing to her self-image, 
she invariably refuses to go there. The upper status woman ex- 
pects a different atmosphere, a different attitude from the clerks 
and much less stress on price than the lower status woman. 


IFrom a paper read at the 1957 American Psychological 
Association meetings by Eugene Webb and Clark Leavitt. 
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The latter in turn is more concrete and practical and price- 
mscious. Accordingly she is seeking stores whose image re- 
cts her own value system. By the process of selective per- 
ption, she doesn't even see the advertising of the stores where 

she senses she doesn't fit. 


s 
No store can be all things to all people. If it tries to be 
uch, it ends up with a contradictory image. The most success- 
| stores in our studies have very clear-cut personalities, even 
to the shopper who doesn't feel she belongs there. It would be 
lly for the promotion and mass market stores to ape the mer- 
chandising practices and atmosphere of the quality stores becauss« 
this isn't the set of values wanted by their customer bodies. They 
in be distinctive and sharply etched intheir own way. And this 
is what many of the best minds in retailing are thinking today - 
that they must have a clear-enough image so that the shopper can 
ilescribe it to her neighbor. By analogy, this process is like put- 
ting on a pair of glasses The store with a strong, positive per- 
sonality comes through very clearly. The indistinct, character- 
less store on the other hand is only a blurred vision. It is nota 
mary store inthe shopper's scheme of things. 
While I have mentioned status which is a social meaning, 
by implication I have also said that each store has its own aura of 
psychological attributes - friendly, formal, sophisticated, prac- 
é tical, etc. The same goods and the same stores will have differ- 
ent attraction for different psychological types just as they will 
have different attractions for different social class levels and 
groups. I really should turn this point around. Over the years 
we have had many authorities call attention to the psychology of 
the buyer It should be made equally clear, however, that re- 
gardless of my individual psychological peculiarities, I will sel- 
dom buy anything or patronize any stores which are not considered 
fitting to my group and my social leveis. The store image, the 
brand image, the product-type image: each has sociological as 
well as psychological meanings which it is important to explore. 
Let me go on to the corporate image which like an umbrella 
- hangs over all the individual products or services. I suppose 


management has always suspected such a company personality 

ust exist. General Motors, DuPont, General Electric and 
Nestinghouse have done corporate advertising besides the pro- 
motions on individual products. Salesmen for hardware, drug 

1d grocery jobbers cannot possibly sell the thousands of individ- 


al items in their catalogs. They have to sell their company. 
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Once the customer accepts the company, the services and indi- 
vidual products come easy. In other words, without being 
precise and vocal about it, the problem at issue long has been 
the company personality. 


In this airline study I mentioned, it was quite obvious to us 
that American Airlines, for example, signified far more than 
some airplanes flying around inthe sky. The passenger on the 
contrary thinks of American Airlines as a totality of many ex- 
periences and facets: ticket office interiors, Mexico vacation 
services, airport counter personnel, stewardesses, meals in- 
cluding trays and the napkin with a buttonhole, how clean are the 
washrooms, how often if ever do the pilots talk to the passengers 
about routes and weather conditions, how long does it take for 
baggage to be unloaded, how many seats abreast are in the coach 
flights, how dependable are they about schedules, is American 
primarily interested in short hops or long hops? All of these 
and many more facets are part of the gestalt which is American 
Airlines. And it is this totality of tangibles and intangibles 
which the corporate name and its identifying designs and color 
schemes arouse in the passenger mind. 


It seems to me this is what the advertising and the public- 
ity should create and arouse - a set of feelings and attitudes 
toward the corporate image and all of the experiences involved 
with it. I think this is what management has to think about with 
its whole scope of public relations efforts. Westinghouse may 
talk about its washers and TV sets and electric fans and huge 
motors as individual items with individual qualities. And yet 
behind all these bits and pieces lies a bigger company character 
which the buyer is also evaluating, much as we would evaluate a 
person. Just think for a moment while I try to describe another 
person. Suppose I did allude to his shirt and his wristwatch and 
the color of his socks. You would smile and say ''Those are 
only superficial aspects. What is the real person behind all 
these things actually like? What is his character? These are 
the important qualities.'' When a politician makes a speech, the 
content of his speech may be worth 5% in our evaluations of him. 
The other 95% has to do with the man behind all this. ''What is 
he really like as a person?" This is the question we try to 
answer for ourselves. 


So too do we tend to personalize companies and department 
stores and grocery chains. Besides their functional qualities, 
we endow them with many attributes of human beings, and we act 
toward them as we would toward people. We think of them as 
young or old, as masculine or feminine, as modern and smart or 
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stodgy and behind the times. Ina study of individual newspapers, 
we found general consensus that one paper was fiercely active 
and aggressive and overwhelmingly masculine, a paper for the 
power elite of the community and for people on the way up - the 
mobile groups. Another paper in the same city was seen as pas- 
sive and feminine; it would be the choice of ministers, engineers 
and professional people who presumably do not have the same 
power - aspirations as bankers and business executives and 
society leaders. Ina functional sense both newspapers are 
mechanical things of newsprint and ink and printing presses. Yet 
the reading public acts toward them as personal characters, and 
it is these attributes of character which are all-important, not 
the printing of news. They both do that. 


IMAGE RESEARCH 


How do we determine these attributes? How do we sketch 
out an image? Let me state this is far, far easier said than done. 
Obviously the public that we survey is extremely inarticulate. We 
cannot merely ask people to describe corporations and brands in 
these terms. So we have to devise instruments of measurement 
which are extremely crude. We submit long lists of attributes 
and ask people to rate products and stores. The functional quali- 
ties are not too difficult to evaluate, provided we consider who 
the respondents are, the probability of halo effects around strong- 
ly positive images, and a few other safeguards we observe in good 
opinion research. 


It is the personalized attributes which are so difficult to 
uncover because we only get answers to the specific measuring 
devices we use. We ask respondents to imagine the different 
companies and brands might be personalities, and would they 
evaluate them in forced choice situations. In addition to many 
stated possibilities such as I have mentioned - ''formal, mascu- 
line - feminine, modern - old fashioned,'' we resort to many pro- 
jective testing devices. We have tried word associations, incom- 
plete sentences and cartoon bailoons. These and depth interviews 
are particularly valuable in pre-testing to dredge up areas for 
testing with more specific and quantifiable attributes, and for 
supplying confirmations of what the specific attributes actually 
mean to the respondents. We often use stereotypes of people as 
clues to the images. The factory worker, waitress, immigrant, 
and janitor typify lower status people. One toilet soap was seen 
as appealing to the smart young society girl, another to the aver- 
age motherly housewife, another to the masculine career woman. 
We have used a modification of the Gough Adjective Check List 
which is a list of 300 personally descriptive adjectives, asking 
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the subject to check the adjectives which would describe various 
"product-persons". 


Obviously many other researchers have evolved their own 
techniques. But I still come back to the fact that we only get 
answers in the areas where we probe. Our answers are only as 
good as our measuring devices. One cannot find the temperature 
of the water with a barometer. Because a product image can 
have so many intangible qualities, conceivably we may be mis- 
sing some of the most important aspects because it doesn't oc- 
cur to us to explore these other dark waters. Only by groping 
and probing do we know where we should explore. 


Furthermore we do not know if our terms may communi- 
cate the same meaning to the respondent which we think they 
mean. Two airlines received high scores as ‘old-fashioned. "' 
Yet the comments in the free interviewing made clear that the 
same descriptive was being used in a different sense. For one 
line, ''old-fashioned'' was derogatory, implying stodginess, poor 
service, sub-standard personnel. But ''old-fashioned"' for the 
other meant reliable, dependable, the very finest Southern cour- 
tesy and hospitality. 


It should be very clear that this area is very, very exper- 
imental and inexact. Just as with humans and the emotional as - 
pects of human nature, perhaps we never will be able to explore 
all the facets of a brand or corporate image. Just because many 
qualities emanate from non-verbal sources such as color or 
styling or the advertising art, I suspect there are many areas 
where it is impossible to verbalize. And when we analyze any 
gestalt in piecemeal fashion as we have to do, then we are not 
capturing the totality which is not necessarily the sum of all its 
parts. 


I make these reservations because already the research 
scene is witnessing a rush of consultants who promise much too 
much in this area. Their brashness contrasts with the cautious 
approach of the honest scientist who feels that a brand image 
does exist and it is worth exploring but the whole field is murky 
and difficult and experimental. 


WHAT CAN MANAGEMENT DO ABOUT THE IMAGE 


And so is the subsequent step difficult: What to do about it? 
These consultants who rush in where angels fear to tread, state 
or imply that once you know the weaknesses in your brand image, 
you can correct them. Just like that. Which is utterly contrary 
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to my experience. I know innumerable instances of brands and 
companies who have been floundering all over the place trying to 
change their profiles. Again Iam trying to say that this effort 
of changing a deeply-entrenched stereotype is not easy and 
rarely is it going to be done over-night. 


Product weaknesses, service failure - these we can con- 
nect. But these attitudinal dimensions, these psychological 
overtones are a horse of another color. One researcher who has 
done much work on brand images said that he just didn't want to 
be involved with any of the brands which have gone real sour in 
the public mind. It was too difficult making the long climb back 
to favor, particularly when the product and packaging are not to 
be changed. We cannot change attitudes and feeling by merely 
saying the opposite of what people deeply believe. 


Having said all these cautions, I nevertheless think this 
area of study is extremely important. We are flying blind unless 
we have some idea of our strengths and weaknesses. It should be 
clear there are two tasks involved in this problem - the diagnos - 
tic and the therapeutic or corrective. We can and we should at- 
tempt the diagnostic. But the expert diagnostician should not be 
held responsible for the corrective measures. The dianostician 
has pointed some directions which are extremely important to 
take. But how these are fulfilled generally calls for a different 
talent. I think it is completely unrealistic for management to 
belligerently charge the researcher who has uncovered problem 
areas with their solutions. 


I should like to end this discussion by saying that I think 
management has the two tasks - call them long-range versus the 
immediate present, tactical versus strategic, marketing versus 
sales management, or however you will. Certainly we have to do 
the day-to-day operational routines; we have to put out fires and 
keep the machines running. But somebody in management has to 
disengage his thinking above the operational level to see where 
the company is going in five years, to see how it is perceived 
over and beyond the purely functional factors. This is why the 
work in the area of brand images and corporate personalities is 
extremely vital, tentative and experimental though it is. 
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The Lonely Crowd ' 
and its Marketing Significance 


ROLF MEYERSOHN* 
UNIVERSITY OF CHICAGO 


OTHER-DIRECTEDNESS 


There are striking ties between other-directedness and 
marketing. It might be said that marketers get paid to be other- 
directed. Much as other-directed individuals use their '"'inter- 
nalized radar'' to screen and adjust to the demands of others, so 
marketers play this role for the economic system as a whole. 


In both the personality system and the economic system 
there has been a similar change; namely, an increased need for 
adjustment. A number of parallels exist between the way Ries - 
man describes contemporary individual adjustment and the way 
one might describe contemporary market adjustment. Individual 
other-directedness arose in part from a lack of faith in the tra- 
ditional values of our society and a lack of confidence in one's 
own decisions; as a result, the confirmation of others or, if you 
will, other-directedness became more important. 


The study of marketing and producers' reliance on it 
sprang up similarly. There used to be a conviction that success 
in business depends largely on the virtue of one's product. 


l David Riesman in collaboration with Reuel Denney and 
Nathan Glazer, The Lonely Crowd; a Study of the Changing 
American Character (New Haven: Yale University Press, 1950). 
References made below apply to this edition and not the 
Anchor Edition. 

*Rolf Meyersohn is Research Director of the University of 
Chicago Center for the Study of Leisure and Assistant Profes - 
sor in the Committee on Communication. Prior to 1955, when 
he joined the University of Chicago, he was connected with 
Columbia University's Bureau of Applied Social Research. He 
received his AB from Harvard University and did graduate 
work in the Department of Sociology at Columbia University. 
This paper is a publication of the Center for the Study of 
Leisure. The center is supported by a grant from the Ford 
Foundation. 
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A book written 85 years ago entitled Money and How to Make It é 
expressed this much better than I can: 


Good goods ensure good sales and good profit. 
Poor goods ensure poor sales and poor profit. 
There may be exceptions to this statement, 
but they are exceedingly rare. 3 


The conviction was held that if you build a better mouse- 
trap, people will buy it. But we have learned since that quality 
is only one condition for good sales and a good profit and that 
businessmen have had to consider factors other than quality, 
much as the individual has been forced to incorporate values 
which may not be his own. 


This change came about partly as a result of the increas - 
ing importance of consumption. Until the beginning of this cen- 
tury, according to William Lough, consumption 


seemed hardly worth investigation. (It) was 
practically a predetermined, constant factor 
in the economic scheme -- a simple process of 
grasping for whatever food, clothing, and 
shelter could be produced and making them 
last as long as possible. 


But since then, demand at a given price no longer exceeded sup- 
ply as the economists would say, and businessmen have had to 
become ''consumer-directed". 


Not only was confidence in quality shaken, but also, con- 
fidence that the future can be told from the present. Even when 
businessmen realized that market demand could be increased 
not only by lowering the price or expanding the usefulness of the 
product, but by manipulating the marginal utility, control was 
still impossible, since consumers were, so to speak, liberated, 
and began to express unpredictable interests. 


More will be said about some of these mutations, but my 
point now is that this development forced businessmen to become 


2 By H. L. Reade (New York: John P. Jewett, 1872). 
3 Ibid, p. 400. 


4 William H. Lough, High-level Consumption (New York: 
McGraw-Hill, 1935), p. 1. 
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A book written 85 years ago entitled Money and How to Make It 
expressed this much better than I can: 


Good goods ensure good sales and good profit. 
Poor goods ensure poor sales and poor profit. 
There may be exceptions to this statement, 
but they are exceedingly rare. 


The conviction was held that if you build a better mouse- 
trap, people will buy it. But we have learned since that quality 
is only one condition for good sales and a good profit and that 
businessmen have had to consider factors other than quality, 
much as the individual has been forced to incorporate values 
which may not be his own. 


This change came about partly as a result of the increas- 
ing importance of consumption. Until the beginning of this cen- 
tury, according to William Lough, consumption 


seemed hardly worth investigation. (It) was 
practically a predetermined, constant factor 
in the economic scheme -- a simple process of 
grasping for whatever food, clothing, and 
shelter could be produced and making them 
last as long as possible. 


But since then, demand at a given price no longer exceeded sup- 
ply as the economists would say, and businessmen have had to 
become ''consumer-directed". 


Not only was confidence in quality shaken, but also, con- 
fidence that the future can be told from the present. Even when 
businessmen realized that market demand could be increased 
not only by lowering the price or expanding the usefulness of the 
product, but by manipulating the marginal utility, control was 
still impossible, since consumers were, so to speak, liberated, 
and began to express unpredictable interests. 


More will be said about some of these mutations, but my 
point now is that this development forced businessmen to become 


2 By H. L. Reade (New York: John P. Jewett, 1872). 
3 Ibid, p. 400. 


4 William H. Lough, High-level Consumption (New York: 
McGraw-Hill, 1935), p. 1. 
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consumer-minded. Arch W. Shaw made a very explicit statement 
about this change as early as 1912, when he wrote the following, 
which is probably the very first plea for motivational research: 


Our accepted system of distribution was originally 
built upon the satisfying of staple needs. With pro- 
duction still lagging, the pressure of the market 

made it unnecessary for the business man to search 
out unformulated needs. Only in more recent years, 
when the development of production, potentially out- 
stripping the available market, has shifted the 
emphasis to distribution, has the businessman become 
a pioneer on the frontier of human wants. Today the 
more progressive business man is searching out the 
unconscious needs of the consumer, is producing the 
goods to gratify them, is bring to the attention of the 
consumer the existence of such goods, and in response 
to the demand so aroused, is transporting the goods 
to the consumer. 


Shaw talked about individual businessmen becoming more sensi- 
tive or other-directed. By now that sensitivity has become in- 
stitutionalized in the form of marketing, advertising, and con- 
sumer research, and undoubtedly few business decisions are 
reached without some or all these tools. 


One of the consequences of such bureaucratization and di- 
vision of labor is of course the loss of individual responsibility. 
Here the ties between individual and market other-directedness 
become more than analogy. The loss of absolute self-confidence 
affects not only consumers but also procucers, with the result 
that common sense or intuition may be less highly developed as 
social sense and adjustment to others takes over. Personal as 
well as business fanaticism has given way to the greater moder- 
ation of the organization man at home and at work. 


A recent example is one of the most dramatic: the Ford 
Motor Company's Edsel. This car did not originate out of some 
vision of a latter-day Henry Ford, imposing itself on the market 
by sheer innovation; it was not even built because consumers 
were thought to feel deprived without it; it was built as a marketing 


5 "Some Problems in Market Distribution. '' In Changing 


Perspectives in Marketing, ed. Hugh H. Wales (Urbana: 
University of Illinois Press, 1951), p. 37. 
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device pure and simple, because there was no car in the Ford 
line competing with Buicks. Even if does exist, it must be 
invented! 


Such an example is only an enlargement of what happens in 
various spheres of business every day; it is simply another case 
of product differentiation. It has parallels and concomitants in 
the consumer, and these will be now discussed. 


MARGINAL DIFFERENTIATION 


Every age and every culture developes sophistication 
around those areas of life which are most important. This so- 
phistication has often been noted in language subtleties, for 
example: 


Eskimos have separate words for falling snow, 
snow-on-the-ground, wind-driven-snow, snow- 
packed-into-ice, etc; we make do with one word-- 
snow. Half a world away, Argentine gauchos 
have names to distinguish some 200 different 
color-patterns in horses. 


Riesman deals with contemporary sophistication, which centers 
around consumption, applying to it the term marginal 


differentiation. He writes: 


To bring the other-directed personality type and 
his typical economic framework together it might 
be observed that there exists in the production of 
personality the same sort of ''marginal differenti- 
ation" that is characteristic of monopolistic 
competition generally. The economists apply the 
term ''product differentiation"' to a firm's effort 


6 To name the car after a member of the Ford family might 
however, be taken as a sign of inner-directedness, particularly 
since the advertising agency handling the Edsel account sub- 
mitted hundreds of possible names. 


Garrett Hardin, ''The Threat of Clarity, American 
Journal of Psychiatry, 114 (November, 1957), p. 392. The 
examples are taken from Benjamin L. Whorf, Language, 
Thought and Reality (New York: Wiley, 1956) and Vossler, 
"Volksprachen und Weltsprachen,'' Welt and Wort, 1946, 
respectively. 
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to distinguish products not by price but by small 
differences, sufficient, however, in connection 

with advertising, to take the product out of direct 
price competition with otherwise similar competing 
products. Thus one cigarette is made slightly 
longer, another nearly oval, while still another is 
given a cork tip or a green box. Time and Newsweek 
engage in marginal differentiation. So do the makers 
of automobiles, streamliners, and toothpastes, and 
the operators of hotels and universities. So, too, 
people who are competing for jobs in the hierarchies 
of business, government, and professional life try to 
differentiate their personalities (as contrasted with 


their technical skills) -- without getting as far out of 
line, let us say, as a 1934 prematurely streamlined 
Chrysler. 8 


As Riesman goes on to point out, this marginal differentiation 
occurs in a number of spheres of life: 


Freud coined the phrase ''narcissism with respect to 
minor differences'' for the pride which individuals, 
groups, and nations manifest about small insignia 
which distinguish them from other individuals, 
groups and nations. 


Riesman's concept can be used to make the following point: 
while in other cultures and in our own past, sophistication was 
centered around areas of subsistence and work, today it is cen- 
tered around the area of consumption, focussing On minor or 
marginal differences between almost identical goods. Perhaps 
this avoids the disharmony that would result from focussing on 
major differences. But it may be equally true that major differ- 
ences, whether in the arts, or the market, or in personalities, 
are in fact less pronounced. The best and the worst in cars as 
well as culture or even ‘ne may be less good and less bad 
than in an earlier age. | 


8 Reisman, op. cit., pp. 46-47. 
9 Reisman, op. cit., Pp. 47. 


10 Critics of mass culture are likely to make this argument. 
Cf. Mass Culture, ed. Bernard Rosenberg and David Manning 


White (Glencoe: Free Press, 1957) for a representative sample. 
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As I'll discuss later, the differentiations made in the past, 
which classified people quite clearly into rich and poor, urban 
and rural, educated and illiterate, are no longer as strong. So 
too the symbolic attributes of all these classes, the kinds of con- 
sumption patterns that might be expected from them, are be- 
coming blurred. At this point, marginal differentiation sorts out 
people not according to such groupings but perhaps along more 
subtle lines, such as psychological classes; more likely the par- 
ticular meanings of particular consumption patterns are dissoci- 
ated altogether from any clear cut social group; instead, they 
denote membership in a sociometric one. Marginal differentia- 
tion, or, if you like, ''sumptuary savvy,'' is important because 
it tells us who's who. And much as Eskimos learn at an early 
age the different words for snow, so, in Riesman's words: 


Each child in the middle class is automatically a 
consumer trainee before he can walk; and his 
practice in consumer research begins long before 
he can count change. 


The result of this education is not necessarily conspicuous 
consumption. This behavior according to Riesman developed in 
an inner-directed age. He writes: 


Despite what Marx called ''the fetishism of com- 
modities,'' the inner-directed man could concern 
himself with the product without himself being a 
consumer....It was the product itself, not the 

use of it by the consumer that commanded attention. 12 
The significance of sumptuary savvy goes beyond the splendor of 
the commodity or its symbolic value as a status symbol. Veblen, 
as Robert Merton put it, studied the latent equation, ''costliness 
= mark of higher social status,'' rather than the manifest equa- 
tion, ''costliness = excellence of goods." 13 But today this latent 
equation has a series of unknowns. In part because Veblen's 


11 Reisman, op. cit., p. 79. 

12Reisman, op. cit., p. 116. 

13 Social Theory and Social Structure (Glencoe:Free Press, 
1949, 1957) p. 69. 

14 Wroe Alderson may have meant this when he wrote that 
consumer engage in ''sorting'' (rather than allocating) among 
unlike units serving the same purpose. Cf., ''Progress in the 
Theory of Marketing,'' in Hugh G. Wales, op.cit., pp. 77-90. 
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work has made the latent equation manifest, in part because 
marginal differentiation has become so refined, the mark of 
higher social status may be as readily found in inconspicuous 


consumption. Far more subtle differences than costliness can be 


"afforded'' by a consumer body that is au courant, that plays the 
game of marginal differentiation. 


But not only costliness must be substituted by a series of 
unknowns. The other side of the equation -- higher social status 
-- has also become more ambiguous, or more differentiated. 
The game may no longer be played for a single purpose -- suc- 
cess -- and its sociological counterpart -- high social status; 
Riesman would say that adjustment and other-directedness are 
more important, and these specify no particular social arena or 
set of persons. Differentiation among products and people -- 
and the connections between the two -- now occurs on a number 
of dimensions, and each one with its share of the market. 


DIFFERENTIATION OF CIGARETTE BRANDS 


How else can one account for the fact that brand images of 
products that are virtually identical can be differentiated so 
acutely not only with respect to prestige but such things as mas- 
culinity -- as was found for instance in a study conducted for the 
Chicago Tribune by Social Research, Inc. 15 Here respondents 
were asked to indicate for each brand of cigarettes whether it 
was suitable for men as against women. Out of nine brands only 
two were ''sexless,'' the rest could be clearly defined. 


For Men For Women For Men and Women [11]1-Defined 
Camel Pall Mall Chesterfield Philip Morris 
Lucky Strike Tareyton Old Gold 
Raleigh 
Viceroy 


The fact that advertising has emphasized these differences 
is certainly less significant than the fact that people apparently 
believe in them, and make them a focus for distinguishing not 
only among cigarettes (which are otherwise indistinguishable) 
but also among the people smoking them. 


15 "Cigarettes--their Role & Function. '' April 30, 1952, 
p. 18. (Mimeographed report. ) 
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It is clear however that every person and every product is 
not equally involved in this process of marginal differentiation, 
and two questions should be asked; (1) what groupings and cate- 
gories best describe the consumer market, and (2) what products 
are involved in the process. In other words, who plays the game 
of marginal differentiation and what toys are used? These ques- 
tions can't be answered but perhaps they can be re-asked in 
ways that are susceptible to answer. 


IMPLICATIONS FOR RESEARCH 


One of the consequences of intense product differentiation 
and accompanying sumptuary savvy is the race between knowl - 
edge about the consumer and built-in obsolescence -- not only of 
the products and their popularity but of the data gathered by re- 
search. What the Tribune found out about smoking in 1952 for 
instance is now as obsolete as society endorsements for Philip 
Morris cigarettes. 


More important data also are affected by this problem, as 
for example the monumental work of the Wharton School's anal- 
ysis of the 1950 Bureau of Labor Statistics consumer survey that 
appeared over the past year. 16 One is tempted to say that its 
usefulness will be served only when some patient soul or Univac 
compares its findings with those of the 1956 Life Magazine study 
of consumer expenditure!? -- to see just how fast the race is 
going. 


Actually, of course, such studies can help in answering the 
two questions I've raised. For one thing, they tell us how im- 
portant the traditional categories of differentiation still are. 
Elasticities have long been studied for a variety of products; but 
in addition to income flexibilities, educational and other flexi- 
bilities can be studied as well. Perhaps of equal importance 
would be to locate clusters of patterns; within a given income 
and educational group what kinds of overlapping of expenditure 
exists ? 


16 Study of Consumer Expenditures Incomes and Savings, 
18 vols. (Philadelphia: Wharton School of Finance and 


Commerce, University of Pennsylvania, 1956). 


17 Life Study of Consumer Expenditures, vol. 1 (New 
York: Time, Inc., 1957). 
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It is well known that ''there is no fixed level that is con- 
sidered comfortable and adequate but that average expectations 
go up at the same rate as average income. "18 In other words, 
the rich consume more than the not-so-rich. But what is con- 
sumed? In an age in which luxury is defined not as something 
that can't be afforded but as something for which the down-pay- 
ment can't be raised, how extensive do consumption differences 
remain? In other words, is marginal differentiation played even 
when real differentiation in buying power exists? Has sumptuary 
savvy led us to focus more on brand differences and less on pro- 
duct differences ? 


The Life Study seems to show that suburban consumers 
have somewhat more money than urban consumers and spend 
more on every major category except one; and this exception is 
"clothing and accessories''; here less money is spent in relative 
and absolute terms, the difference coming primarily from less 
money spent on women's and girl's clothing. Can this be taken 
as an indication that in at least this one area, which was a favor- 
ite example for Veblen, conspicuous consumption is being played 
down? Urban/suburban comparisons generally are useful in 
view of the many speculations about our new suburban way of life. 
The suburbs have been regarded as the seat of other-directed- 
ness and no one knows for sure whether they are likely to en- 
courage conformity or facilitate indigenous new forms of life. 19 


Closely related are questions of our increasing educational 
level. One kind of analysis that the Wharton school volumes per- 
mit, and which is currently being carried out at the Center for 
the Study of Leisure, is the examination of the recreational 
spending among different educational groups. Sumptuary savvy 
presumes a modicum of education but perhaps no more than the 
majority of the American population is growing accustomed to. 
Do highly educated spend more then less educated in any given 
income level? 


Inspection of the data for expenditure of money for ''other 
recreational purposes'' shows that, except for the very lowest 
income groups (where the more highly educated spend more for 
these purposes) and the very highest income groups (where the 
less highly educated do so), educational level has a negligible ef- 
fect on the strong relationship between income and expenditure. 
Of course the particular products bought may be different. 


18 Joseph A. Kahl, The American Class Structure (New 
York: Rhinehart, 1957), p. 116. 


19a collection of essays on this subject is about to appear. 
Cf., William M. Dobriner (editor), The Suburban Community 


(New York: Putnam's, forthcoming). 
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Such kinds of analyses carried out for different kinds of 
expenditures provide for the marketer and social scientist what 
the consumer already excels in -- differentiation. They tell us 
what product groups are elastic with respect to education and 
other factors; by including in the analysis some of the socio- 
logical variables that the Life Study had the foresight to ask 
about, it may be possible to find out what mechanisms of con- 
sumermanship account for the apparently unexpected patterns 
that exist. Peter Drucker mentioned these when he gave his 
impression of this study: 


The elasticities that exist in terms of the major 
differentiations do not seem to follow any pattern 
that the economist would anticipate but are creating 
new patterns for different product classes and dif- 
ferent products. 20 


There have of course been attempts made to get away from 
the demographic categories altogether. George T. Harris, the 
Midwest Bureau Chief of Time, reported the following example: 


One of the ablest of the advertising men told me of 

the new direction he will soon adopt in his expensive 
research program. Long ago he abandoned most 
ideas of dividing up the market by income or occu- 
pation, and he now doubts the economic sense of 
hunting for the mass market or the taste-setters. 
Next he will try to slice up the population by person- 
ality types and attempt to match his product and 
medium with those types. For instance, he knows a 
lot about an increasing population of ''compulsive 
housewives'' who resist the trend towards easy, casual 
living. If he succeeds in his ambition, we may soon 
hear of magazines read by extroverts.... But whatever 
the outcome, his effort is based on a need to fit some 
sort of classification system for a nation of look- 
alikes. 


The classification system that Mr. Harris's advertising 


20 Round table discussion, September 6, 1957 sponsored 
by Time, Inc. 

2l'The Fat Belt.'' Speech delivered to the American 
Studies Association forum on the Middle West, University of 
Wisconsin, October 11, 1957. 
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man is looking for is likely never to be found, of course, but one 
way that the market might be studied is to translate the questions 
I have raised into problems of fashion behavior. 


A LOOK AT FASHION 


Not very much is known about fashion either, of course, 
but Nystrom's classic Economics of Fashion** and more recent 
work“3 makes possible some generalizations. In the first place, 
not everyone is involved in a particular fashion though the item 
subject to fashion may be universal. In the second place, a 
fashion operates in stages and different people are involved at 
different points. Hence, to ask who is involved at what point, 
and through what ''networks'' of people does the fashion move, 
can help in locating its market and at the same time give useful 
categories for classification. In the same way, to ask which 
products are susceptible to such cyclical behavior and which are 
not helps to differentiate between them. 


It used to be assumed that fashions move down in the social 
scale, that the poor emulate the consumption patterns of the rich, 
thereby forcing the rich to adopt new styles. While the dynamic 
of change is indeed the vacuum caused by fashion items crossing 
social groupings, these groupings are not necessarily vertical. 
In the past, businessmen undoubtedly relied on this process toa 
large extent, but as E. R. Smith has pointed out: 


Business cannot do as many have done in the past -- 
sell to the top and count on them to lead the middle 
groups. The middle eros are thinking and 
spending for themselves. ¢4 


So long as fashions moved down, the problem of locating 
social groups was relatively simple. But in horizontal movement, 
how can the early purchasers be distinguished from the later 
ones ? 


22 Paul H. Nystrom, The Economics of Fashion (New York: 
Ronald, 1928). 

23¥For a general discussion of research problems connected 
with the study of fashions cf. Rolf Meyersohn and Elihu Katz, 
"Notes on a Natural History of Fads,'' American Journal of 
Sociology, 62 (May, 1957), pp. 594-601. 


- Quoted in Marketing Handbook, ed. Paul H. Nystrom 
(New York: Ronald, 1951), p. 37. 
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Work done at Columbia University's Bureau of Applied 
Social Research and elsewhere has isolated a type known as 
"opinion leaders,'' people who are more influential than others 
in influencing decisions. Who they are varies to a considerable 
extent with the content of the decisions, whether marketing or 
politics or entertainment. The book Personal Influence by Katz 
and Lazarsfeld@5 reports that for purchases of staple products 
such as coffee and breakfast cereal, opinion leaders were likely 
to be women of the same social status, distinguished by the fact 
that they have large families. For purchases in clothing, cos- 
metics, and other "high fashion'' goods, on the other hand, 
opinion leaders were likely to be people of higher social status. 


A more recent Columbia University study of one product, 
a new drug, and one group of people, physicians, has made it 
possible to trace more clearly the way in which decision influ- 
ence works. 26 Through the use of sociometric analysis it was 
possible to ''locate'' physicians according to their social networks 
and trace the date of adoption of the new drug. A typology was 
developed according to the time of adoption. 

The first adopters are referred to as ‘innovators. ' 

They took the lead in adopting the new practice, but 
their action did not result in a great rush to follow 
their example. The next group of professionals 
adopting the practice were called the 'influentials, 
since their action was followed shortly by similar 
behavior among most of the other professionals in 
the community. Next came the largest group, the 
followers' who adopted the new practice shortly 
after the so-called ‘influential’ group, from whom 


25 Elihu Katz and Paul F. Lazarsfeld, Personal Influence 
(Glencoe: Free Press, 1955.) 


26 Reports of this study have appeared in several journals 
and a book by Katz, Menzel & Coleman is forthcoming (publish- 
ed by the Free Press. The discussion here is based on 
Francis S. Bourne, ''Group Influence in Marketing and Public 
Relations, '' in Some Applications of Behavioural Research, ed. 
Rensis Likert and Samuel P. Hayes (UNESCO:1957), esp. 
pp. 237-240. See also, Herbert Menzel and Elihu Katz, ''Some 
Relations and Innovations in the Medical Profession: The 
Epidemiology of a New Drug,'' Public Opinion Quarterly, 19 
(Winter 1955-6); James Coleman, Elihu Katz, and Herbert 
Menzel, ''The Diffusion of an Innovation among Physicians, 
Sociometry, 20 (December, 1957). 


> 
\ 
a 
d 


34 THE FRONTIERS OF MARKETING THOUGHT AND SCIENCE 


they took their cue. Finally, after a long pause, the 
remaining small ep. termed 'diehards,' adopted 
the new practice. ¢? 


FIGURE 1 
ADOPTION OF A NEW PRACTICE BY PROFESSIONALS 
FOLLOWS A DISTINCTIVE PATTERN 28 


© 
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(2) Influentials 


(1) Innovators 


1953 1954 1955 


Source. Bureau of Applied Social Research, Columbia University. 


Interesting differences were found between these four 
groups, such as the relatively low professional status of both the 
first and the last group, and the fact that the second group, 
which tended to include the outstanding physicians, waiteda 
while before taking a chance. 


Equally important is the finding that information about the 
new drug tended to come from different sources for the four 
groups. The 'innovators' were likely to get it from commercial 
channels, the 'influentials' relied more on professional sources 
(journals, colleagues, conventions). The information sources 
for the 'followers' ''tended to be more commercial than profes - 
sional, but their chief source was their more respected profes - 
sional colleagues whose approval they sought before adopting 
new practices. '' 


27 Likert and Hayes, op.cit. pp. 237-8. 
28 This chart was originally published in Likert and Hayes, 
op. cit. p. 236. 


29 
p. 238. 
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Such kinds of research offer one way of differentiating move- 
ments of fashion and make clearer what coordinates to use for 
characterizing horizontal and vertical influence. With more re- 
search along these lines it may be possible to find out how gen- 
eralized such categories as ''innovators'' are, whether they are 
specific for one product choice whether they are, or indeed, 
personality types. 


They also help in determining the more general question of 
what products are susceptible to personal influence and to fash- 
ion. When Nystrom discussed fashion he stated that: 


A style to succeed as a fashion must have qualities 
that advertise either conspicuous leisure or con- 
spicuous consumption. 30 


And a recent listing tried to indicate what products are suscep- 
tible to any kind of group influence, arranging by items accord- 
ing to whether personal influence (reference-group influence) 
affected the purchase of a brand, product or both. Most of the 
items were speculatively entered and on the basis of conspicu- 
ousness; they are shown in Figure II. 31 


FIGURE II 
Weak — Reference-group influence relatively Strong 

a 

Clothing 

> Furniture Cars* 

= + Magazines Cigarettes * 

: Refrigerator (type) Beer (prem. v. reg.)* 

Toilet soap Drugs* 

S 

> 

“4 

3 

Soap 

Canned peaches Air-conditioners* 

= Laundry soap Instant coffee* 

Refrigerator (brand) TV (black and white) 

| Radios 

Product + 

1. The classification of all products marked with an asterisk (*) is based on actual experimental 

evidence. Other products in this table are classified speculatively on the basis of generalizations 
derived from the sum of research in this area and confirmed by the judgement of seminar 


narticipants. 


Source. Bureau of Applied Social Research, Columbia University (Glock, un- 
published). 
30 Economics Fashion, p. 30. 


31 This chart originally appeared in Likert and Hayes, 
op. cit.» £38, 
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CONCLUSION 


While such listings are useful, we know from our earlier 
discussions that marginal differentiation also occurs in areas 
that are not conspicuous. The conclusion to be reached from all 
this is that the definition of what is conspicuous or what is affect- 
ed by group influence rests not on a criterion of actual visibility 
but social visibility. The most inconspicuous objects, whether 
they be cigarettes or drugs, can become highly visible under 
certain conditions. 


I have tried in this discussion to explore what some of 
these conditions are and what objects have become more visible. 
But, as The Lonely Crowd makes clear, only little can be pre- 
dicted about the future from allthis. To be sure interest in new 
commodities, new styles, new forms of consumermanship isn't 
likely to decrease -- if only because emphasis on brand differ- 
entiation keeps people from asking ''do I really want to buy a new 
car ?'' and concentrates on ''which shall it be, a Chevvy or a Ply- 
mouth ?'' But it is equally true that marginal differentiation is a 
game to be played only in fair weather, when there is money 
available and plenty of goods to be differentiated. 
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Our Fruit Basket Market 


VERGIL D, REED* 
J. WALTER THOMPSON COMPANY 


Most of you have played that rambunctious game known as 
"Fruit Basket. '' When whoever is ''It'' calls out, ''Upset the 
fruit basket,'' pandemonium rules as everybody tries to be some- 
where else at the same time. Our entire consumer market of 
172,630, 000 is one big constantly upsetting fruit basket. If we 
could get all our market to sit down at once, allowing two feet of 
space for each chair, there would be 25 rows and two-fifths of 
another reaching from New York to San Francisco; or two rows 
and three-fifths of another round the world at the equator. Im- 
agine somebody yelling, ''Upset the fruit basket,'' on that scale, 
and there's the American market. That game involves only 
horizontal or geographic mobility but market mobility is much 
more pervasive, varied and complex. The most you can lose in 
the game is a seat. Clumsiness in the market, however, may 
mean the loss of a profit--or a business. 


GEOGRAPHIC MOBILITY 


Geographic mobility takes such forms as migration, move- 
ment between home and job, the trend to the suburbs, farm to 
non-farm trends, pleasure travel and business travel. Other, 
less obvious, kinds of mobility keep the market in constant mo- 
tion too. Social mobility, occupational and labor mobility, 


*Vergil D. Reed is Vice President and Economist for 
J. Walter Thompson Company. He is a graduate of Indiana 
University and holds a PhD degree from Columbia University. 
Early in his career he combined teaching and advertising, 
serving as associate professor in economics at Boston Univer- 
sity while he was an agency vice president. During some ten 
years in governmental positions, he was Assistant Director 
and Acting Director of the Bureau of the Census and Chief of 
the General Statistical Staff of the War Production Board. He 
is a past president of the American Marketing Association and 
the Market Research Council, a life fellow of the American 
Statistical Association, a member of the National Distribution 
Council and the Travel Advisory Committee of the Secretary of 
Commerce, and author of three books and numerous articles 
on marketing and marketing research. 
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educational mobility and financial mobility are pervasively oper- 
ative at the same time. Most of the peoples of the world find 
both the tempo and the scale of these shifts hard to believe. 


To marketing management the problem of locating and 
properly classifying our prospects and customers so that we may 
reach them regularly and effectively at minimum cost with our 
advertising messages and selling efforts has become a major 
one. The many failures to solve that problem are the source of 
much waste. Geographic mobility directly affects the location of 
retail stores, shopping centers, warehouses, branch offices and 
even factories. It adds many woes and much cost to planning 
sales territories, sales quotas and salesmen's routings. The 
choice, integration and revision of advertising media and sched- 
ules is made a constant and never-ending job. 


SOCIAL AND ECONOMIC MOBILITY 


Just when we think we have begun to solve the problem of 
horizontal or geographic mobility, we find our consumer has 
moved from one social group or one stage of the family cycle to 
another. He's changed from one job, one industry or one occu- 
pation to another, with or without a geographic change. He was 
in one income class last year. This year he is in another. Only 
a few years ago neither Mr. nor Mrs. Consumer had a college 
degree. Now they're both moving into that rapidly increasing 
sector of our market known as college graduates, a group which 
already exceeds 7,500,000 or more than the population of an 
Austria or a Sweden. About 8,800,000 more have had from one 
to three years in college. By 1965 our annual college enroll- 
ment will be about 5,000,000, almost five times the enrollment 
of 1930 and an increase of 75% over 1955. This is educational 
mobility on a mass basis. 


In the glum psychological environment of the '30's, many 
assumed that our population growth had passed its peak and that 
our people had lost the mobility associated with an ever moving 
frontier. Industry was supposed to have ''matured,'"' to have lost 
its expansibility as well as its mobility. Witness the TNEC re- 
ports. Or, remember that much over-publicized Grapes of 
Wrath migration sired by depression, dammed by fear and con- 
ceived in a dust bowl. That was supposed to have been the 
epitome of mass migration in America--a mobility of misery. 

A far larger and more meaningful migration got under way, but 
with far less fanfare, during World War II, and it's still growing. 
During this period the ''Old South" changed from an overwhelm- 
ingly agricultural area to a 50-50 industrial-agricultural area. 
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In the process even the crux of the Negro problem moved from 
southern farms to northern cities--but we haven't fully realized 
that fact yet. The evidence is pretty conclusive that the southern 
Negro is going urban faster than the southern White--but he's 
moving much farther to do it. 


Change in the distribution and concentration of population, 
particularly since 1920, has completely transformed the Ameri- 
can market and the marketing structure through which it is 
reached. America's market mobility has brought a three-phase 
evolution in population pattern from our original agricultural 
base. These phases are: urbanization, suburbanization, and 
now interurbanization. 


GROWTH OF METROPOLITAN AREAS 


At lease a century ago the ''yolks of our urbanization eggs'' 
were in place. Most of our present big cities had been establish- 
ed, except in the far West. They grew rapidly but stayed within 
their corporate boundaries. As we neared the end of the last 
century thin suburban fringes began to show around the edges of 
these yolks, out where the street car lines stopped. With the 
coming of the automobile and bus the ''whites of the eggs'' began 
to spread outward rapidly. The suburbia phase had arrived. 

The great metropolitan areas are still expanding. The whites of 
the urban eggs have now spread outward from the city yolks until 
they are overlapping in vast areas. We are now entering the 
third phase of urbanization--interurbia. One of these great in- 
terurban agglomerations reaches continuously for 600 miles from 
Maine to Virginia. The framework of at least 14 such interurbias 
of the future can be sketched out already. As they develop, will 
they bring regional newspapers, regional magazines and basic 
changes in our concept of urban government? Our population 
pattern no longer conforms realistically to our old concepts of 
township, county, city and state governments. Political realities, 
physical facilities --including schools, shopping centers, com- 
munications --and tax problems all demand coordination of local 
and regional governments far beyond what our present concept of 
city government makes possible. What will interurbia do to TV, 
living nearer to jobs, housing concepts, shopping centers, branch 
stores, warehouses and plant location and automobile use? 


Within the 168 Standard Metropolitan Areas officially defined 
and established in 1950 and including some 275 counties out of a 
total 3073 we find: 


1. About three-fifths of our present population--up from 
56% in 1950. 
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2. About four-fifths of our total population increase 
between the last two Censuses --1940 and 1950. 


3. About nine-tenths of our total population increase 
since 1950. 


4. Two-thirds of total retail volume. 
5. Nine-tenths of total wholesale volume. 


6. Far over half the new homes we have built since 
World War II. 


By 1975 there will be approximately two-thirds of our total 
population in these 168 areas, and with the new Standard Metro- 
politan Areas created by that time approximately three-fourths 
of our total population will undoubtedly be in Metropolitan Areas. 
Growth in the suburban parts of these areas has far outstripped 
that in the central cities. But I shall leave what's happening 
within ''The Exploding Metropolis'"' in the able hands of Dr. 
Wheaton. 


Suburbia and interurbia both facilitate an interesting type 
of social grouping and mobility. It is easy to find and move into 
congenial groups with common interests other than approximate- 
ly similar financial status. There are easily detectable groups 
of ''senior citizens,'' newly-weds, ''young-children sets,'' middle- 
aged, writers, professional groups, sun-down farmers and 
teachers. Shifting residence with stages of the family cycle 
reached has even become feasible. 


MIGRATION 


Americans literally live on wheels, to the great conster- 
nation of most of the peoples of the world. A year from today 
about 34,000,000 of our people one year old and over will be 
living in a different house. This represents approximately 20% 
of the total civilian population and this percentage has varied 
surprisingly little since annual mobility surveys were begun in 
1948. Of those 34,000,000 living in a different house next year, 
about 22,000,000 will still be living in the same county. About 
6,000, 000 will be living in a different county but in the same 
state. Over 5,000,000 will be in a different state and almost 
1,000,000 will be abroad. Better than nine out of every ten 
persons one year old and over have moved at least once in their 
lifetime. The losses and gains of population are very unevenly 
distributed and require constant study. Prospects and customers 
can't be reached where they were but only where they are. 


E 
n 
yf 
il 
ym 
lias 
es, 
> 
ich 
ned 


42 THE FRONTIERS OF MARKETING THOUGHT AND SCIENCE 


There are at least five different kinds of migration at work 
in this fruit basket market of ours. They are: 


l. The decided movement toward the West and South. 


2. A strong and accelerating decentralization movement 
from the cities to the suburbs. 


3. Migration of farm population to the cities--then appar- 
ently from the cities to the suburbs. 


4. Migration toward the sea coasts and ''recreation'"' areas. 


5. ''Treasure hunt migration''--better jobs or opportunities 
are lodestones which draw many people against or 
across one or more of the four strong and definite 
currents already mentioned. Moving vans have little 
trouble in getting eastbound or northbound loads too. 


One-third of our population at the last Census were born 
outside the state where they were living in 1950, but only two out 
of nine of these migrants were born outside the United States. 
Using Connecticut as an example, there were 147,000 more per- 
sons living in that state who were born in some other state than 
Connecticut-born persons living in other states. Persons born 
in other states made up 28% of Connecticut's population. 


The impact of migration is very unevenly distributed. The 
three Pacific States had a thirtieth of our total population in 1900. 
They have a tenth now and will have an eighth by 1965. New 
England, the Middle Atlantic and the West North Central States 
will have diminishing proportions. Changes are even more 
striking by states, metropolitan areas, counties and cities. For 
instance, three states have had net losses of population since 
1950 while four have had increases exceeding 30%. California 
has overtaken Ohio, Illinois and Pennsylvania. By 1962 or 1963 
it will replace New York as the long-standing number one state 
for population. Remember that California ranked 2lst in 1900 
and 6th in 1930! Within some of our metropolitan areas the tem- 
po of movement is much greater than that among the states. 


LABOR MOBILITY 


The proportion of our people on farms has decreased from 
95% to 12% in our relatively short life as a nation. Ina single 
year--April 1956 to April 1957--our population living on farms 
decreased by 3,012,000, or from 13. 3% of total population to 12.0%. 
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Only seven years ago 16.6% of our people were living on farms. 
This again is an astounding mobility rate. Last April (1957) the 
farm population was 20, 396,000 compared to 25,058,000 in 1950 
and approximately 32,000,000 in 1910 and again in 1933 at the 
depths of our depression. The decline has been steady since 
1933. Since 1950 the decrease has been particularly heavy in the 
18 to 45 age group. 


There are five kinds of labor mobility readily recognizable. 
These are: 
l. Geo graphic -- change of city, county or state, includ- 
ing movement between home and job 
and urban and rural areas. 


2. Industrial -- change of industry of employment. 
3. Employer -- change of employer, with or without 
geographic or industrial change, including 


f+ 


he shifts between salary or wage jobs and 


self employment. 


4. Occupational -- change of trade, skill, occupation or 
profession. 


5. In and out of the labor force. 


In September 1954 national facts on differences in county of 
work and county of residence first became available. At that 
time about one-seventh (14. 1%) of American workers were em- 
ployed in a county different from the one in which they lived. 
Judging from these figures, men are twice as likely to live and 
work in different counties as are women. An important daily in- 
terchange of labor takes place between various sections in large 
metropolitan areas. Men living in an outlying metropolitan 
country are more likely than women to commute to the central 
county and central city. About three percent of all persons at 
work at the time of the survey were working in a state different 
from their state of residence. 


In spite of seniority rights and privileges, the transfers of 
workers from one industry to another and from one employer to 
another run into tremendous numbers. At the other extreme 
such mobility is small in most countries and negligible in Japan, 
for instance, in peace time. During our immediate pre-war 
period and during World War II, this type of labor mobility op- 
0%. erated on a vast and almost violent scale along with an unceasing 
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geographical movement reaching from coast to coast and even 
into other continents. 


Geographic, industrial, employer and occupational mobil- 
ity have all remained extremely high since the war. A special 
study of job mobility published by the Bureau of the Census early 
this year showed 11,500,000 persons or about 15% of those with 
work experience had more than one job during the year 1955. Of 
these about 3,000,000 or one-fourth held two jobs at the same 
time at least a part of the year, and a majority of the multiple 
job holders even worked at two different occupations. The re- 
maining 8,500,000 shifted jobs at least once during the year. 
Men tend to change jobs more often than women and a much lar- 
ger proportion of men than women hold two jobs at once. Job 
mobility is much greater among younger workers. Twice as 
large a proportion of farm workers as non-agricultural workers 
are multiple job holders--one fifth compared to one-tenth. 


As an indication of high occupational or skill mobility, 
most job shifts reflect a major change in type of employment. 
Nearly half of all job shifts involve a change in major occupation 
and industry group. The pattern differs considerably by occu- 
pational groups. 


To the marketing man the most important factors about 
labor mobility are the reasons for it and the results of it. The 
major reason given by about two-fifths of the people for shifting 
jobs is to improve their status--higher pay, greater opportuni- 
ties, more interesting--or to escape unpleasant circumstances. 
Layoffs, lack of work, business failures and similar economic 


causes account for from one-fifth to one-quarter of the job shifts. 


Roughly another fifth give termination of a temporary job asa 
reason for shifting. Improvement of status means improve pur- 
chasing power, and better customers and fortunately these re- 
sults to a very large degree come out of our labor mobility. To 
the extent that workers are able to adjust quickly to changing de- 


mands for labor in different kinds of work and different geograph- 


ic areas, labor mobility is beneficial to the employee, the em- 
ployer and the entire economy. 


Probably the one major exception to the benefits of labor 
mobility rests on some 2,000,000 migrant farm workers who 
wander with the seasons and the crops. In large measure they 
offer a pathetic picture of economic poverty, restlessness and 
social backwardness, in spite of the fact that they are still an 
important part of our labor force. Our domestic migratory 
workers are augmented by temporary workers usually brought 
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in under contract from Puerto Rico, Mexico, British West Indies 
and to some extent from Canada. Obviously the migratory 
workers, either domestic or foreign, are not a part of any com- 
munity. They are seldom promising marketing prospects. 

Those from other countries naturally try to take back as many 

of the dollars they earn as possible and certainly the average 
$900 annual earnings of the domestic migrant worker pretty 
much restricts his purchases to necessities. 


CONCLUSION 


Although our fruit basket market often gives the impression 
of complete disorder conforming to no rules and no patterns, 
that impression is a false, misleading and defeating one. There 
are rules to the game and much of the seeming chaos falls into 
definite patterns for those who look beneath the surface. The 
nature, causes, trends and effects of mobility can usually be de- 
tected and often can be measured with reasonable accuracy and 
with rich rewards of better market forecasts and sounder mar- 
keting decisions. 


Watch an ice field coming down the river in the spring 
floods and you will have a more realistic picture of what mar- 
ket mobility really portends for management. Watch the crunch- 
ing, churning and grinding within it. Watch the eddies, currents 
and whirlpools. Watch what happens as the field passes an in- 
flowing tributary, a bridge pier or a moving boat. Watch the 
effects of the heat, the wind and the waves. In spite of all these 
influencing forces, you know where that ice field is going. Either 
it will reach the sea or it will gradually disappear on its way due 
to the surprisingly orderly forces operating within or against it. 
Thus, too, does our mobile consumer market behave and con- 
stantly challenge marketing management. 


) 


The Exploding Metropolis --- 


Attention Marketers 


WILLIAM L. C. WHEATON* 
UNIVERSITY OF PENNSYLVANIA 


During the last decade, 85-90 percent of our population 
growth has occurred in the suburbs of metropolitan areas. These 
familiar facts have led to projections indicating that during the 
next decade the expected growth in our national population of 25 
million or more will occur almost exclusively in such areas. 
There appears to be wide agreement on these forecasts and they 
are serving to focus attention upon the problems that will arise 
as our metropolitan areas double in population during the next 
generation. In my opinion, the forecasts of suburban growth 
probably understate rather than overstate to prospects for such 
growth. If this is the case, they may have even more profound 
implications for marketers than appears on the surface. 


The forecasts generally derive from one or another of the 
census series on future population. Their other basis is the 
recognition that the central parts of most metropolitan areas are 
now fairly well built up so that new homes must be built on va- 
cant land in the suburbs. While they recognize a long term 
tendency for average household size to decline, most of these 
estimates assume that the recent bulge in the birth rate will ar- 
rest the decline in household size if only for a generation. The 
estimates do not take account of changing preferences in the 
housing market nor do they take adequate account of the influence 
which these preferences will exert on the location of future resi- 
dential construction. 


*William L. C. Wheaton is Professor of City Planning and 
Director of the Institute for Urban Studies of the University of 
Pennsylvania, Philadelphia, Pennsylvania. He is Chairman of 
the Board of the National Housing Conference; member of the 
Board of Directors of the American Institute of Planners. He 
formerly served as Chairman of the Department of Regional 
Planning of Harvard University; as Assistant to the Adminis - 
trator of the Housing and Home Finance Agency and the National 
Housing Agency in the United States Government. Professor 
Wheaton holds a PhD degree from the University of Chicago. 
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CHANGES IN THE STRUCTURE OF THE CITY 


In my opinion, the American people are abandoning cities 
as rapidly as families can afford to do so. They are leaving the 
old, overcrowded, dirty, noisy, and often blighted sections of 
our metropolitan areas. These older central cities were devel- 
oped before the automobile made individual transportation eco- 
nomically feasible and before the automobile had rendered dense- 
ly populated areas almost inaccessible because of traffic con- 
gestion. The old city was a convenient place in which to live and 
work so long as transportation was chiefly mass transit and ac- 
cessibility to a transit line was a primary factor in residential 
location. Today, such accessibility has become of so little im- 
portance that it exercises almost no influence ona choice ofa 
home for nearly one half of our population. 


In addition to this influence of transportation, we are en- 
joying a marked shift in consumer preference from the old com- 
pact two or three story house to a new one or one and a half 
story house which has marked advantages in terms of conveni- 
ence and which has become the overwhelmingly preferred type 
of dwelling. Finally, the suburban home surrounded by a large 
lawn with a picture window on the front and a grill in the back 
has become one of the major symbols of the American middle 
class dream. This is a market force which cannot be lightly 
dismissed. 


If these forces are rightly appraised, the population growth 
of our suburbs during the next decade is likely to be 10 to 20 per- 
cent greater than net population growth with a corresponding ab- 
solute decline in the population of our older central cities. We 
may very well see continued high levels of residential building 
activity in the suburbs with mounting vacancies in central cities. 
The recently published results of the 1956 New York City census 
are likely to be repeated in almost everyone of our older and 
larger metropolitan areas. The only limitation upon the extent 
of the emigration from our cities will be the incomes of pros- 
pective buyers and their ability to buy a share in suburbia. I 
find confirmation for this hypothesis in Donald Bogue's recently 
published ''Components of Population Change, 1940-1950'' which 
reveals that 109 out of our 148 principal metropolitan regions 
had net out-migration of white population during the decade 
1940-1950. In Philadelphia we find that during the two years 
1955-1956, 23,000 families moved from Philadelphia to the 
suburbs, 3, 300 moved back. At the same time, 23,000 families 
moved from other areas to Philadelphia suburbs and 5,600 to 
Philadelphia city. As a result of these movements, the city lost 
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13,000 families and the suburbs gained 31,000. While it is 
widely believed that the affect of these movements is to take high 
income families from the city, the Philadelphia migration data 
indicates that this may not always be the case. Table 1 below 
indicates that while suburban families have higher incomes than 
city families, those buying new homes in the suburbs had incomes 
quite comparable to those already there. On the other hand, 
families buying new homes in the city had incomes substantially 
higher than those already there and, what is more remarkable, 
substantially higher than buyers of new suburban homes, I be- 
lieve, that the affect of these trends in the long run will be to in- 
ject into the suburban market a considerable mixture of lower 
middle income families whose buying power will be well below 
that of the earlier residents of suburbia. On the other hand, the 
limited number of families buying new homes in the city will 
strengthen its relative buying power. 


TABLE 1 


Incomes of All Families and of Recent New Home Purchasers 
Philadelphia Metropolitan Area, 1956 


All Families Buyers of 
New Homes 
Philadelphia standard $5100 $6200 
metropolitan area 
Philadelphia 4500 6400 
Suburbs 5900 5990 


More fundamentally, we should concern ourselves with the 
affects that these movements are going to have upon the metro- 
politan area and the way of life of its inhabitants. These people 
are pursuing avidly the symbols of upper middle class status. 
They want a large lot with a single detached home in an area suf- 
ficiently open so it has some semi-rural qualities. The densities 
of such areas cannot exceed more than a thousand families to the 
square mile. This should be contrasted with the 5,000 families 
to the square mile characteristic of older suburbs and low den- 
sity older cities and 10,000 families to the square mile charac- 
teristic of densely populated urban cores. The metropolitan area 
of the future will occupy five to ten times its present area with 
only 50% increase in population. 
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These changes in the structure of the city are being rein- 
forced by the slow decentralization of industry which again oc- 
cupies five to ten times as much space per employee in suburban 
locations as it does in central city locations and by the decen- 
tralization of retail trade which seems to be following population 
fairly closely. 


FUTURE CHANGES IN EXPENDITURE PATTERNS 


These changes suggest large and forced changes in con- 
sumer expenditure patterns. Civilization on wheels may nearly 
double expenditures for transportation just as such expenditures 
have doubled in the last two decades. It will similarly increase 
expenditures for communications equipment, including T.V., 
radio and telephone. The costs of low density urban life will re- 
quire large capital outlays for municipal improvements and 
therefore higher local, state and federal taxes. Finally, one of 
the most important compenents of this upper middle class goal 
is higher education. Here, as we know, expenditures must in- 
crease drastically. The shift to suburbia may ultimately double 
civilian expenditures of government. 


On the other hand, I suppose that we can foresee some 
types of expenditures as declining relatively. The costs of 
services should rise relative to other prices and dampen the 
normal trend toward increase services in maturing economies. 
Oldfashioned expenditures for recreation like theatres and con- 
certs may diminish radically. Expenditures for housing alone 
have already been reduced sharply and I foresee no prospect 
that this trend will be reversed. 


If incomes continue to rise at the rates which have been 
characteristic of recent years, our civilization can accommo- 
date the tremendous inefficiencies involved in the disappearance 
of old cities and the building of a new urban way of life. But we 
should be fully aware of the costs involved. Most of our older 
central city residential areas will have to be cleared and re- 
built at much lower densities. Most of our present neighborhood 
and string-street shopping facilities will be replaced by new and 
more convenient shopping centers serving larger areas than 
formerly. Much of what has been built during the post-war per- 
iod will be rendered locationally obsolete by new net work of 
urban expressways. With two or three exceptions, our older 
central business districts will lose many of their historic func- 
tions and grow very little, if at all. 
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On the other side, there are likely to be fantastically large 


markets in recreation. Only a tiny fraction of our population now 


indulges in weekend recreation journeys. One study indicates 
that such journeys could increase five fold and require huge in- 
creases in investments in resort areas of the future. The im- 
pact of the highway program on the pattern of recreation expend- 
itures will be felt steadily during the next two decades. The 
scale of the federal highway program will certainly be doubled 
before its present ten year budget is one half expended. 


America is responsible for one of the most revolutionary 
ideas in the history of man - the universal middle class. Weare 
on the threshold of being able to realize this goal. We ought to 
recognize that it will have revolutionary affects upon the whole of 
our way of life and will find expression in a new form of city and 
a new form of economy as different from earlier forms as our 
income structure is from that portrayed by a Lorenze curve. 
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The Role of Port Development 


In International Marketing 


ERIC SCHENKER* 
MICHIGAN STATE UNIVERSITY 


INTRODUCTION 


The purpose of this paper is to examine the role of port 
development in international marketing. The best criteria avail- 
able to measure the role of port development in international 
marketing are tonnage crossing the docks and provision of mod- 
ern port installations equipped to furnish adequate services to 
the users of the port. The gains to the public and the state from 
modern, efficient water terminals, have not been measured by 
this study. That such benefits exist, there is no doubt. Increas- 
ed trade creates business. Increased business is beneficial to 
the economic well-being of the area or of the state. 


The method of procedure followed in the preparation of 
this study was to investigate a group of Southeastern and Great 
Lakes ports that are trying to provide seaport facilities at var- 
ious points in an effort to better their economic position. The 
source of data came from selected articles, periodicals, 
government reports devoted to port administration and develop- 
ment, and the writer's personal experiences. ! 


*Eric Schenker is a Lecturer of Economics and Transpor- 
tation at Michigan State University. He is also a consultant to 
the Highway Research Center, which is conducting a study en- 
titled ''Social and Economic Effects of the Highway Development 
Programs.'' Previously, Mr. Schenker taught at the Univer- 
sity of Tennessee and the University of Florida. In addition to 
his academic work, he has been employed by the U. S. Corps 
of Engineers to perform economic investigations of southern 
ports. Mr. Schenker has written a book entitled A Port 
Authority for the State of Florida which will be published this 
year. He holds a PhD degree from the University of Florida. 


| The writer at various times has been employed by the 
U. S. Corps of Engineers and conducted several port studies. 
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A port has three major functions; (1) the transshipment 
function of providing the facilities and services for the transfer 
of passengers and goods between the ocean carriers and the land 
carriers serving the port's hinterland; (2) the industrial func- 
tion of handling the local freight consumed or created by indus - 
tries located at the port; and (3) the commercial function of a 
middleman or wholesaler in procuring, administering, and for- 
warding wholesale ship load lots of cargo. 


ADMINISTRATION OF PORT DEVELOPMENT 


To provide efficient management of the port's functions, 
public administration over port development is quite common to- 
day. This was not always the case, since in 1910 the United 
States Commissioner of Corporations reported, ''that private in- 
terests control nearly all our active water frontage. Public con- 
trol exists in considerable degree only at New Orleans, San 
Francisco, Baltimore, and New York, and is greatly modified at 
New York by exclusive private leases for long terms.''*+ This 
lack of public control can be attributed mainly to the policy in the 
United States of encouraging private enterprise. The period of 
rapid expansion to the West and the growth of population created 
opportunities for the railroads, primarily, to establish facilities 
at the ports for the furtherance of their own interests.? Little 
concern was given to the over-all coordination of this necessary 
link in the transportation system with the interests of the public, 
the welfare of the local and adjacent communities, or the nation- 
al defense requirements. 


ZA developed water front for anchoring, mooring, loading 
and unloading with the necessary terminal facilities and auxil- 
iary services for the transfer of passengers and cargo between 
land and water carriers. 

3 The port's ''back country" consists of three important 
areas: the local noncompetitive area; the tributary for which, 
because of proximity and consequent lower costs, the port forms 
a natural outlet; and the competitive territory, an area suffi- 
ciently distant to and from which inland transportation costs to 
other ports influence the shipper. 

4 Commissioner of Corporations, Report on Transportation 
by Water in the United States, Part III, Water Terminals 
(Washington: Government Printing Office, 1910,) p. xx. 


> Roy S. MacElwee, Ports and Terminal Facilities (New 
York: McGraw-Hill Book Company, Inc., 1918), p. 53. 
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The Federal Constitution in the ''commerce clause" dele- 
gated to Congress the power to regulate commerce with the 
foreign nations and among the several States.© That this power 
included control of all navigable waters was definitely stated in 
an opinion of the United States Supreme Court in 1865: 


Commerce includes navigation. The power to 
regulate commerce comprehends the control for 
that purpose, and to the extent necessary, of all 
the navigable waters of the United States which are 
accessible from a State other than those in which 
they lie. For this purpose they are public property 
of the Nation, and subject to all the requisite legis - 
lation by Congress. This necessarily includes the 
power to keep them open and free from any ob- 
struction to navigation interposed by the State or 
otherwise; to remove such obstructions when they 
do exist; and to provide, by such sanctions as they 
deem proper, against the occurrances of evil and 
for the punishment of the offenders. For these 
purposes Congress possesses all the powers which 
existed in the States before the adoption of the 
National Constitution and which have always existed 
in the Parliament in England. ? 


In the absence of Federal Legislation, however, the States 
may institute certain laws for the commercial use of waters 
within their boundaries, even when such use involves foreign and 
interstate commerce.® Within its police powers, the State has 
the right to regulate the speed and general conduct of ships and 
vessels navigating its water highways. 9 The State may, subject 
to the restriction that Congress has not enacted any conflicting 
regulations, establish harbor and wharf lines, mark the channels, 
control the movement of vessels in its harbors, 10 establish and 
regulate ferries, regulate pilotage, 11 and pass quarantine and 


6 Article I, section 8, cl. 3. 

7 Gilman & Philadelphia, 3 Wallace 713 at 724, 725 (1865). 
8 County of Mobile & Kimball, 102 U. S. 691 (1880). 

? The W. H. Beaman, 45 Fed 125 at 128 (1891). 

10 County of Mobile & Kimball, 102 U. S. 691 at 702 (1880). 


' Cooley and Board of Wardens of Port of Philadelphia, 
12 Howard 299 (1851). 
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le 


sanitary laws pertaining to traffic within its boundaries. le F 
e 

Influence in port affairs by the Federal Government through n 

funds extended upon harbor and river improvements has been ex- 1 
tensive. The policy announced in the Federal rivers and harbors g 
act of March 2, 1919, hada profound effect upon the creation of fo) 


public terminals. 


It is hereby declared to be the policy of the 
Congress that water terminals are essential to all 


cities and towns located upon harbors or navigable Oo 
waterways and that at least one public terminal fe 
should exist, constructed, owned, and regulated by F 
the municipality, or other public agency of the d 
State and open to the use of all on equal terms, and W 
with the view of carrying out this policy to the a 
fullest possible extent the Secretary of War is Pp 
hereby vested with the discretion to withhold, unless ° 
the public interests would seriously suffer by delay, -™ 
monies appropriated in this act for the further im- * 
provement of existing projects, if, in his opinion, Pp 
no water terminals exist adequate for traffic and th 
open to all on equal terms, or unless satisfactory ir 
assurances are received that local and other interests 0) 

will provide such adequate terminal or terminals. 13 
In addition to the policy of the Federal Government of en- s\ 
couraging public facilities at ports, the demands of the commer- Ci 
cial, industrial, and transshipment interests at the ports stim- 0. 
ulated port development activities to attract additional marine th 
commerce to a specific water terminal area. These activi- de 
ties require a centralized body to direct, guide, and control the Ci 
various phases of port operation. pl 
th 
There are arguments favorable to a local municipal admin- L 
istration over port matters. Likewise, the importance of ports be 
and terminals to the shipping public of a large tributary area w 
suggests that the port is in large degree a matter of state interest. a1 


12 Morgen & Louisiana, 118 U. S. 455 (1886); Minnesota 
Rate Cases, 230 U. S. 352 at 406 (1912). _ 
13 Act March 2, 1919, c. 95, sec. 1, 40 Stat. 1286; 33 
S51. 


14eslie A. Bryan, Principles of Water Transportation 
(New York: The Roland Press Company, 1939), p. 115. 
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Further, the important place of marine terminals in the national 
economy and defense requires some promulgation and enforce- 
ment on the part of the Federal Government. 15 Whatever the 
level of public control, the necessity is recognized for some de- 
gree of public authority in providing leadership and effective co- 
ordination in port development. 


EXPERIENCES IN PORT DEVELOPMENT 


The writer recently completed an investigation of a group 
of southeastern states in order to determine the necessity and 
seneahesity of establishing a state port authority for the State of 
Florida. !© This investigation included: the historical and legal 
development of state port authorities in the states competitive 
with Florida; the purpose of the authority in each state; and 
analysis of the traffic passing through the ports; a survey of im- 
provements in terminal facilities and services; an examination 
of the port's financial performance to ascertain if the ports are 
meeting their financial obligations; a consideration of the amount 
of business attracted or created in the form of new industrial 
plants and otherwise; and a survey and analysis of conditions in 
the State of Florida. Table I shows the major ports considered 
in this study and is used to help examine the role of port devel- 
opment in international marketing. 


In 1959, deeper draft ships of the nations of the world will 
start moving up the St. Lawrence Seaway to unload overseas 
cargoes at Great Lakes ports and take on cargoes of U. S. 
origin for delivery to ports in their homelands. Table II, shows 
the foreign trade at the Great Lakes Ports. There is tremen- 
dous interest in the Great Lakes area in port development. Port 
cities from upper New York State to Minnesota and [Illinois are 
planning new piers and warehouse facilities to handle cargoes in 
the most efficient manner possible. Everywhere on the Great 
Lakes the story seems to be about the same and that is to build 
better port facilities in order to increase trade. A report on 
what is being done at Great Lakes ports in the way of planning 
and construction in getting ready for the opening of the St. 
Lawrence Seaway is included in Section IV. 


lS tpid., p. 116. 


16 Bric Schenker, A Port Authority for the State of Florida 
(Gainesville: University of Flordia, 1957). 
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TABLE II 
FOREIGN OVERSEAS IMPORTS AND EXPORTS 
AT GREAT LAKES PORTS 
CALENDAR YEARS 1956 and 1955 


(Short Tons) 


PORT IMPORTS EXPORTS TOTAL 
1956 1955 1956 1955 1956 1955 

New York: 

Buffalo Harbor 1,859 1,904 4,930 4,600 6,789 6,504 

Niagara River - NS 183 NS 183 NS 

Rochester Harbor lz 14 ~ NS 12 14 
Ohio: 

Cleveland Harbor 15,676 39, 511 $2,211 57,488 47, 947 

Toledo Harbor 4,894 12, 968 LZ, 202 19,526 17,096 32,494 
Michigan: 

Black River 2, 157 717 NS 2, P57 

Detroit 50,289 42,511 20,545 22, 045 70,834 64, 556 

Ecorse - £5 383 3,928 6, 138 3,928 8,521 

Marysville 3 NS - NS 3 NS 

Menominee 1, 388 1, 393 - 33 1, 388 1, 426 

Muskegon Harbor 6, 244 3,574 8, 804 i 15,048 3, 585 

Port Huron 1, 857 4218 - NS 1,857 4,218 

Rouge River 15388 10,529 8,259 6,680 15,586 17, 209 

South Haven Harbor 13, 754 12,050 - 1,600 13,754 13, 650 
Indiana: 

Indiana Harbor 8 4,198 9 8 4,207 


Nlinois -Indiana: 
Calumet Harbor & River 39, 156 45, 359 59, 353 61,464 98,509 106, 823 


Dlinois: 


Chicago Harbor 30,655 22, 314 22,400 15,403 53,055 Feet ue 

Lake Calumet 45, 980 24, 824 39,662 41,654 85,642 66, 478 
Wisconsin: 

Green Bay 18, 134 11,887 11,054 19, 808 29, 188 31,695 

Kenosha - NS 248 NS 248 NS 

Manitowoc Harbor 743 NS - NS 743 NS 

Milwaukee 34,671 15, 976 49,268 50,013 83,939 65, 989 

Sheboygan 9,290 5,288 - NS 9,290 5, 288 
Minnesota Wisconsin: 

Duluth-Superior 6,420 3,736 987 1,662 7,407 5, 398 

Total 292, 818 281, 334 574,152 


Preliminary and subject to revision. 

Source: Corps of Engineers, U. S. Army 
Regional Statistical Office, 536 S. Clark St. 
Chicago 5, Dlinois 
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EXAMPLES OF PORT DEVELOPMENT 


The tonnage figures of water-borne foreign trade, pre- 
sented in Table I, show substantial increases for both imports 
and exports and for total trade during the past 25 years. But 
there have been slight changes in the South's share in the tonnage 
movement. Net total water-borne commerce figures are used 
for the United States since gross figures would double count do- 
mestic shipments. Percentages of United States total and for- 
eign water-borne commerce are used as indicators to show the 
respective positions of the ports in their effort to increase their 
trade through port development. The role of port development 
in international marketing can be measured if one considers the 
ports in Table Iand II in four groups: group one, New Orleans 
and Mobile; group two, Savannah, Charleston, and Wilmington; 
group three, the Florida ports; and group four, the Great Lakes 
ports. 


The State of Louisiana created the Board of Commissioners 
of the Port of New Orleans in 1896, in order to assure port de- 
velopment. The Board of Commissioners of the Port of New 
Orleans has continually enjoyed the financial support of the state. 
Bond issues of the Board are an obligation of the state, anda 
percentage of the state gasoline tax allocated to the Docks Board 
provides a substantial sum each year. Upto date, the Board of 
Commissioners of the Port of New Orleans has received approx- 
imately $35,000,000 from the state gasoline tax allocation. With 
the above aid, a physical plan has been constructed which has a 
value of approximately $46, 000, 000. 17 The facilities and serv- 
ices are complete and designed to assure development of an ever 
increasing flow of demestic and international traffic through the 
port. 


As indicated by Table I, the Port of New Orleans ranks 
first in percentage of total and foreign U. S. water-borne com- 
merce handled among the ports considered. Total foreign com- 
merce has steadily increased. One must emphasize that this is 
not conclusive evidence that their port development program was 
successful or unsuccessful, but it does indicate that a vigorous 
port development program is necessary to receive a reasonable 
percentage of the U.S. foreign commerce. Port development 


17 Board of Commissioners for the Port of New Orleans, 


Fifty-ninth Annual Report (New Orleans: Board of Com- 
missioners for the Port of New Orleans, 1955), p. 18. 
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and promotion does not assure international trade, but without it 
the chances of attracting new trade or maintaining the old is 
doubtful. 


In 1923, in order to assure port development, the State of 
Alabama created the State Docks Commission; and subsequent 
legislation changed the name of the Commission to the Alabama 
State Docks Board. Table I, indicates that the port of Mobile 
has been receiving a greater share of the U. S. foreign com- 
merce in recent years. To accommodate the increase in traffic, 
the State Docks Board has provided modern and efficient facili- 
ties comprised of new piers and wharfs with increased berthing 
Space. Covered and open transit sheds and storage areas, hand- 
ling equipment for bulk commodities, a cold-storage warehouse, 
site for industry, a grain elevator, and many smaller conven- 
iences are all connected by a belt-line railroad and modern 
paved highways to the interior of the state. It is not possible to 
state that the presence of this port development agency is the 
only factor in the growth of traffic and business trade generated. 
The fact remains that the activities of the port have increased as 
measured by the best criteria available, which are tonnage 
crossing the docks and provision of a modern port installation 
equipped to furnish adequate services to the users of the port. 


Since 1942, the states of South Carolina, Georgia, and 
North Carolina, the second group, have passed legislation creat- 
ing port development agencies. Each state hoped to duplicate the 
success achieved by Alabama and Louisiana. Table I indicates 
that this is not the case, and again one must note that this is not 
a measure of success or failure of the new port development 
agencies. This measure cannot solely be used to determine the 
success or failure of port development programs. There are 
many factors beyond the control of the port development agencies 
and the state which affect the amount of traffic moving by water. 
Too limited a period of time has elapsed to evaluate the ability 
of the port development agencies in these three states to increase 
the cargo of their ports. 


The State of Florida has no state port authority, even 
though it is surrounded by states with such organizations. Though 
the State of Florida has no state port of authority, ten of its 
ports have local port authorities. The ports which do not have 
local port authorities, or those in which the local port authori- 
ties do not take an active interest in port operation and develop- 
ment, are under the administration of their respective municipal 
government. The municipal government administers and par- 
ticipates in port operation by operating municipal terminals. 
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Tampa, Jacksonville, Port Everglades, and Miami handle the 
greatest amount of water-borne commerce and are the third 
group considered. 


Interesting facts are discovered when the Port of Miami is 
considered. The Port of Miami is located on the main coastline 
route along the Atlantic and Gulf coasts of the United States. 
Ships plying between Atlantic ports and those in the Gulf of Mex- 
ico usually pass close to Miami. The entire Caribbean Sea, 
from the tip of the Yucatan Peninsula to the Island of Trinidad, 
is closer to Miami than to any competing American port, the 
differential as compared with New Orleans being greater in the 
eastern part of the area. The ports of Argentina, Uruguay, and 
of the coast of Brazil south of Natal are almost equally distant 
f 


rom New York and from Miami. These ports are about 500 
miles more distant from New Orleans than from Miami Miami 
is 270 miles closer to the Panama Canal than New Orleans is, 
and 870 miles closer than New York. These differentials apply 
to all voyages to the west coasts of North and South America and 
to Pacific ports in Asia and the island In other words, one 


would suspect that the Port of Miami would be a major center of 
international trade. Table I does not indicate this, even though 
he population of Miami's tributary area!8 has grown at a rapid 
rate in recent years. The population growth of this tributary 
area is shown by Table III. 


The reason for the lack of international trade at the Port 
of Miami can be discussed under two headings: one, competitive 
position of the port; and two, port development. The Port of 
Miami has for years been at a competitive disadvantage in for- 
eign trade because of excessive differentials in export-import 
rail freight rates over those established for competitive south 
Atlantic and Gulf ports. Miami is included in the south Florida 
group of ports along with Tampa, West Palm Beacl 
Everglades. Jacksonville is included in the south 


1, and Port 
Atlantic which 
contains Savannah and Charleston. The group of Gulf ports in- 
clude New Orleans and Mobile. Another problem that might be 
mentioned in relation to competitive position of the port is the 
problem of lack of hinterland. 19 


18 Tributary to Miami Harbor is taken as Dade, Broward, 
and Palm Beach Counties. 


19 As defined on Page 52. 
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TABLE III 

Population 

Counties 
Year Dade Broward Palm 

Beach 

1920 42,753 5, 135 18,654 
1925 111, 352 14,242 37, 137 
1930 142,955 20,094 51,781 
1935 180,998 23, 042 53,194 
1940 267,739 39,794 79,989 
1945 315,138 50,442 112, 311 
1950 495,084 83,933 114,688 
1955 (1) 703,777 (2) 159,052 (3) 157,086 1, 
1956 (4) 757,700 205, 100 173,400 1, 
(1) From special Federal Census, December 1, 1955 
(2) From special Federal Census, April 7, 1955. 
(3) From special Federal Census, April 1, 1955. 
(4) 


From estimate by Bureau of Economic and Business 


Research, University of Florida 


Total 


66,542 
162,731 
214, 830 
257,234 
387,522 
477,891 
693,705 
019,915 
136,200 


in 

ve 

m 

be 

F 

e¢ 

to 

pr 

r 

tk 
E 

tz 

p 

tl 

if 

d 


peed 


DYNAMICS OF THE MARKET STRUCTURE 63 


The second and probably the major reason for the lack of 
international trade at the Port of Miami is the lack of port de- 
velopment. The present condition of the port is universally ad- 
mitted to be deplorable. Miami's municipal docks were built 
between 1913 and 1940 at a cost of less than four million dollars. 
For years, much of the revenues earned by the port were drain- 
ed off for the general city fund and insufficient money returned 
to the port for necessary maintenance and repair. In 1946 a new 
policy was instituted whereby all surplus operating income was 
reappropriated for rehabilitation of the piers. Unfortunately, 
this program appears to have been too late. By this time, Port 
Everglades, which is only 22 miles from Miami, had been es- 
tablished as a major port in Florida. 


Probably the greatest difficulty encountered in the im- 
provement or expansion in Miami Harbor facilities has been the 
general apathy, or even outright hostility, on the part of the 
public. Instead of the port being a source of civic pride, as is 
the case in other places, it is considered there as unimportant 
or even as a threat to the beauty of the city. Many people still 
feel that Miami's destiny is linked with tourism. On this basis 
it would be unwise, for the sake of a few trade dollars, to en- 
courage ships to clutter the bay and to ruin the beaches with 
dirt. 


There is a certain amount of validity in the arguments 
presented against the improvement or expansion of Miami's 
harbor facilities, but one fact remains certain and that is that 
other ports are not going to sit still while the Miami facilities 
are deteriorating or becoming obsolete. Port Everglades has 
taken advantage of the Miami situation and has become South 
Florida's principal depot for the receipt, storage, and distribu- 
tion of petroleum products. This situation would not have oc- 
curred if Miami had maintained a reasonable port development 
program. 


When the St. Lawrence Seaway will be opened to navigation 
in the spring of 1959, ships of 8,000 and 9,000 tons will be able 
to navigate into the interior of the North American continent for 
for a distance of 2350 miles, or to Duluth, Minnesota and 
Chicago, Illinois. Harbors on the Great Lakes are now readying 


20 Frederick R. E. Durr, ''Economic Importance of the 
Port of Miami'', Miami Economic Research, 8:1-5, October, 
1955. 
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themselves for the new commerce. Port surveys have been made 
or are in progress. Docks, wharves, transit sheds and back-up 
warehouses, grain elevators, marine tank farms, rail and truck 
facilities, gantry cranes, and other equipment are being installed 
at the major ports. Minor ports, eager to share in the new traf- 
fic, have like plans. The port development plans for the ports 
listed in Table II, fourth group, follow:¢! 


Oswego, New York 


The master plan for this port has been completed. It proposes 
the erection of several new facilities as well as having the 
Oswego Port Authority secure title to a grain elevator anda 
transit shed within the port area. As a first step, the Port Au- 
thority is negotiating with state officials for the release of the 
aforementioned facilities. A private corporation plans to erect 
a major port facility on the west wing of the harbor. 


Rochester, New York 


In keeping with port planning at Great Lakes ports in connection 
with the opening of the deeper St. Lawrence Seaway, Rochester 
and Monroe County, New York have had port consultants make 
recommendations for future port development. 


Buffalo, New York 


The Niagara Frontier Port Authority is negotiating to acquire a 
fully equipped marine terminal which could readily be adapted 
for use in connection with seaway trade. Two new bridges are 
planned in order to decrease the turnaround time of vessels in 
port. 


Erie, Pennsylvania 


The Port Commission plans to purchase an existing pier (800 x 
100') which has warehouse facilities, outdoor storage area, etc. 
Over $2,000,000 has been made available by the city and state 
for this and other port improvements. Options have been taken 
on considerable industrial land for future expansion. 


21 The report was compiled by Oliver A. Reynolds, 
Cleveland Chamber of Commerce. 
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Ashtabula, Ohio 


The channels of the harbor and a turning basin are to be deepened. 
Private interests are constructing two new piers to handle bulk 
cargo and general cargo. Both of these facilities are served by 
rail and highway connections. 


Cleveland, Ohio 


The Port of Cleveland has long been served by several marine 
terminal companies that operate general cargo and bulk cargo 
pier and warehouse facilities for the overseas trade. The City 
of Cleveland, through its Department of Port Control, is having 
two new general cargo piers constructed. Approximately 
$5,000,000 has been made available for this work. The first 
pier (509' x 700') is already in operation. The second pier, 
which is to be 700 feet on both the face and the east side and 300 
feet on the west side, will be placed under construction during 
the fall of 1957. It should be ready for lease about a year later. 


Lorain, Huron and Sandusky, Ohio 


All three ports -- Lorain, Huron and Sandusky -- are continuing 
their development as bulk cargo ports. 


Toledo, Ohio 


The Toledo-Lucas County Port Authority has had studies made 
covering three sites at the Port of Toledo. The cost estimates 
for the complete development of these sites are as follows: 


Middle grounds $2, 170,000 
Riverside 4, 350,000 
Presque Isle 3, 800, 000 


Included in the plans are grain elevators, general cargo berths, 
transit sheds, warehouses and space for other activities. 


Detroit, Michigan 


Studies regarding Detroit's first public marine terminal are be- 
ing completed by the Port Of Detroit Commission. When these 
plans are approved by the Wayne County Board of Supervisors, 

a bond issue will be placed before the voters to permit construc- 
tion of the port facilities. Detroit has long been served by pri- 
vate marine terminal operators engaged in overseas trade. 
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Muskegon, Michigan 


Private marine terminal operators have bulk cargo and general 
cargo port facilities for the overseas trade. The Muskegon Har- 
bor Commission is cooperating with local interests in the devel- 
opment of additional terminal facilities in order to take care of 
the port's requirements in connection with the St. Lawrence 
Seaway. 


Holland, Michi gan 


The channel is being deepened and the turning basin enlarged to 
take care of expanded business at the Port of Holland, Michigan. 


South Haven, Michi gan 


Consulting engineers have been employed to make a survey of the 
present and future needs of this port. 


Chicago, Illinois 


The Chicago Regional Port District has completed the first phase 
of its port development program at a cost of $24,000,000. In- 
cluded are: 3,500 feet of deep-sea cofferdam dockage; paved 
wharf with necessary dockside tracks; and transit sheds. The 
area behind the sheds is adjacent to a trucking concourse approx- 
imately 6,000 feet long and a warehouse. Engineers have rec- 
ommended to the Mayor of Chicago that additional port facilities 
be built in the vicinity of the Navy Pier and Randolph Street ata 
cost of about $38,000,000. If construction is started in the near 
future, the two piers in the vicinity of the Navy Pier could be 
ready by 1960 and the two at Randolph Street by 1965. 


Kenosha, Wisconsin 


The City of Kenosha has acquired about five acres of land adja- 
cent to its harbor, including 1,000 feet of dock frontage, and 
will erect a warehouse. It is anticipated that the port will be 
active in handling both general cargo and bulk cargo by the 1958 
shipping season. 


Milwaukee, Wisconsin 


The Board of Harbor Commissioners of Milwaukee is spending 
over $12,000,000 in connection with the further development of 
the harbor. The value of each project in the program and the 
time of completion are shown below: 
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Project Dollar Value Status 


Addition to Municipal $ 200,000 Completed 1955 
Transit Shed No. 1 


Marginal highway to serve 
Outer Harbor piers 100, 000 Completed 1956 


Passenger and auto pier 1, 300,000 In progress 
20-acre land reclamation 

(1900 feet bulkhead 

construction) 680, 000 In progress 


Access highway and vehicular 
viaduct to serve Outer Harbor 


area 3,000, 000 In progress 
Ocean general cargo terminal Bids received; 
(Municipal South Pier No. 2); Contract award 
including deep-draft dredging scheduled 

of Outer Harbor slips 6,000, 000 July 31, 1957. 
Railway and highway improve- 

ments 200, 000 Scheduled 1959 
Acquisition of 5 locomotive Scheduled 1959- 
and gantry cranes 800, 000 62 
Other harbor installations 100, 000 Budgeted 1958 


Sheboygan, Wisconsin 


In preparing for the St. Lawrence Seaway, the City of Sheboygan 
has purchased dock-front property for a new municipal pier. 
Plans for its improvement have not as yet been announced. 


Manitowoc, Wisconsin 


The City of Manitowoc has a long range program for improving 
its dock facilities. The program involves about 2,500 feet of 
river frontage. The city hopes to secure federal assistance to 
enlarge the outer harbor so that necessary wharves and ware- 
house facilities may be built. 


r- 
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Green Bay, Wisconsin 


The Brown County Board of Harbor Commissioners has advised 
that private interests are planning to provide $1,000, 000 for dock 
facilities on the west bank of the Fox River. Eventually, twelve 
warehouses will be included. 


Duluth, Minnesota 


The City of Duluth, the County of St. Louis and the State of Min- 
nesota have authorized the spending of $10,000,000 for port con- 
struction purposes at Duluth. Approximately one-half of this 
appropriation will be used for developing a terminal site. The 
remainder will be used to provide a marginal berth and two cov- 
ered berths with adjoining covered storage areas. The site is 
large enough to provide berthing space for 11 of the largest type 
vessels in the seaway-overseas trade. It is expected that future 
terminals in connection with this development will cost 

$30,000, 000. 


CONCLUSIONS 


The major job of a port, both from commercial and opera- 
tional point of view, is that of moving cargo into and out of the 
port area quickly, efficiently, and without loss. Tonnage cross- 
ing the docks present the most favorable common denominator 
for evaluating this major function. However, tonnage statistics 
must be recognized as having definite limitations if used too 
rigidly. For example, percentages of total trade for a period of 
years do not disclose variation in volume of traffic from one 
time period to another. Separate statistics for water-borne ton- 
nages crossing state-owned docks and privately-owned docks are 
not always available. Thus, total and foreign tonnage handled 
through the port facilities regardless of ownership have been 
compiled in Tables I and II. 


The completeness of facilities at New Orleans and Mobile, 
created by their respective port development agencies, does 
account, in some measure, for the increase in tonnage passing 
over the docks. The fact that other port development agencies 
cannot show the same success by total increase in tonnage does 
not mean that their port development programs were unsuccess- 
ful. There are many factors beyond the control of the port de- 
velopment agencies and the state which affect the amount of 
traffic moving by water. Federal policies, wars, crop failure 
or abundance, population shifts, and many other factors enter 
into the picture of commodity movements. If the local and state 
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port development agencies had not maintained a vigorous port 
development program, their percentage of U.S. foreign trade 
might have decreased more or increased less. 


The present port developments programs at the Great 
Lakes ports are no guarantee of success in international market- 
ing for the ports listed in Table II. Most of the port develop- 
ment in the area has been based on a sound potential. The 
hinterland of the area produces about 31 per cent of all the man- 
ufactured products made in the U. S. and 35 per cent of all the 
agricultural products. This does not include Canada's produc- 
tive capacity. Another important consideration is the declara- 
tion by the U. S. Maritime Commission of the essentiality of 
trade Route 32 which extends subsidies to U. S. flagships oper- 
ating from the Great Lakes to Northern European and Baltic 
ports, and United Kingdom ports. 


The writer wants to make it clear that he is not advocating 
Port Development to promote International Trade at every port. 
As in the case of Miami, tourism might be a good substitute. 
The writer does advocate port development to increase the share 
of international trade of a port when desirable. 
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What Is The Marketing Management Concept? 


J. B. McKITTERICK* 
GENERAL ELECTRIC COMPANY 


The papers presented here provide intensive discussion of 
the implications of the marketing concept to top management 
decisions, to organization structure and to market strategy. 
From this one would infer that the marketing concept itself is an 
unequivocal thing, certainly as explicit as the turbo aire ride, 
the filter that leaves the taste in and the woman who is every 
inch a female - to mention three of its most recent manifesta- 
tions. Yet one of the most charming attributes of this tireless 
conference subject is its sturdy resistance to onslaughts of defi- 
nition and prescription. Indeed, to be asked to define the mar- 
keting concept can almost be accepted in the spirit of a challenge 
- because it is probably impossible - or if you have already 
tried and know it is impossible, then such a request can be 
passed off as spoken in jest - or more morbidly, considered as 
an insult. In view of the great amount of attention already being 
given to the definitions of the marketing concept, it seems to me 
that it would be timely to look into the general economic develop- 
ments that have accompanied this heightened interest in market- 
ing. So rather than present the views of General Electric on this 
subject, it is my intention to speak somewhat more freely about 
the relationship between the evolution of business philosophy and 
the style of competition that characterizes modern markets. If 
in this manner we can develop a clearer understanding of why we 
are increasingly formulating business policy in terms of market 
considerations, we will have a better starting point for this 
discussion of means of implementation. 


Anyone who gets a new idea bearing on business philosophy 
and who then takes the trouble to scan corresponding utterances 


*John B. McKitterick joined the General Electric Company 
in 1947 and occupied various marketing positions in the Lamp 
Division before his appointment as Manager-Marketing Serv- 
ices Research Service in 1955. This Component located at the 
headquarters of the Company, plans and conducts a basic re- 
search program in the social sciences for application in mar- 
keting decisions throughout the General Electric Company in 
its various decentralized businesses. 
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of preceding generations will return to this thought with increas- 
ed awareness of its apparent lack of originality. In an attempt to 
locate the historic significance of this marketing concept that we 
are going to discuss today, I started reading the 1930 and 1940 
issues of the Journal of Marketing and the Harvard Business 
Review. To my surprise, I found that many of the viewpoints 
expressed and the stances advocated on business philosophy bear 
striking resemblance to current writings. Indeed, what really 
seems to have changed are the phenomena - the goings on - that 
the authors cite to validate the importance and rationale of their 
message. So we have here a not unfamiliar problem in the 
social sciences; namely that words change their meaning much 
more slowly than the things to which they refer. This is partic- 
ularly true of concepts such as profit, overhead, productivity 
and marketing orientation - which deal not so much with things 
that happen as with ways of thinking about them. 


In order to map changing meanings, it frequently is helpful 
to superimpose on a history of thought some crude scheme of 
classification which takes its definitions from the present. If we 
do this in the case of the marketing concept, we will notice that 
over the last thirty years the preoccupation of businessmen with 
the customer increasingly has been formulated in terms of an 
end rather than in terms of a means. Correspondingly, the con- 
ception of profit as the end objective in business seems to have 
declined, with a tendency to view it more as a basic condition 
that must be satisfied. To be sure, thirty years ago business- 
men admonished each other to keep the customer's interests in 
mind, but they usually connected this focus merely with their 
own need to adjust prices and volume of production to what the 
market would accept. Indeed, if we read between the lines, we 
find that the customer used to be the chap that you sent the bill 
to - frequently a distributor, agent or dealer, but very rarely 
the actual end user. And sales tactics were conceived in terms 
of exploiting some scheme that would permit dealing with these 
trade institutions on a semi-exclusive basis. There was almost 
no mention of the idea that the manufacturer should focus his 
attention on. the end user, and base his competitive footing on 
some superiority of value that matched with the needs of a par- 
ticular group of these users. And it was obvious that few manu- 
facturers felt that they had ability to look at the trade structure 
as a group of institutions for hire, to be selected and employed 
to perform specific functions that this end user needed. On the 
contrary, the trade structure was regarded as an impenetrable 
barrier - it was the market, and this fellow we have been calling 
the end user was the exclusive problem of the dealer, and no 
concern of the manufacturer. 
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Occasionally someone like Oswald Knauth, who has always 
been a bit ahead of his time, would remind the manufacturer that 
packaging and product styling had better be customer oriented. 
But by comparison to these occasional warnings to the man at the 
helm to keep his eye on what the customer was doing, there were 
urgent exhortations to the man in the engine room to get more 
output with less input. Indeed, the problem of winning out over 
competition seemed to be conceived essentially in terms of sub- 
tracting from the costs of production, and delivering an equiva- 
lent product at a lower price. So it was quite fitting that in the 
1930's manufacturers studied the economics of scale, economists 
explored marginal concepts for setting the volume of production, 
and the government tried to prevent the large and efficient firm 
from sinking its smaller adversaries with the torpedo of lower 
price. Ina short body of remarks it is out of scale to put a gen- 
eralization such as this to adequate test, yer I cannot entirely 
resist some elaboration, because the social implications of what 
we call the marketing concept in the end are going to be of much 
greater importance than its bearing on management theory. 


If we examine the 1920-1940 period, we find that it wit- 
nessed great gains in productivity, but not all of these gains 
were distributed to the labor force. The installed horsepower 
per production worker almost doubled, and the output per worker 
more than doubled. However, the average hourly wage in these 
twenty years increased only from 50¢ to 66¢ - not quite a third, 
and the number of production workers stayed almost constant at 
around 8 1/2 million members in a population that actually grew 
by over 20%. So, with rising productivity only to a limited de- 
gree passed on to the static body of production workers in the 
form of wage increases, consumer prices fell steadily until in 
1940 they were only 70% of the 1920 level, and unemployment in 
a growing population was a serious and long continuing problem. 
During this same period, the design and manner of use of most 
products changed only slowly, and the gross national product 
increased a scant 14%. 


To sum it up, the business ideology of producing the same 
product for less cost scarcely turned out to be an adequate driv- 
ing force for economic growth. While a great deal of criticism 
was directed at the imperfections of markets organized around 
administered prices, subsequent events suggest that the real 
trouble was that most consumers had inadequate income and in- 
adequate reason to buy. In short, productivity gains unevenly 
accompanied by innovation of new products and broad distribu- 
tion of purchasing power resulted in a condition of chronic 
underconsumption. 
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Starting around 1940, the threat of war and the sponsorship 
of government combined to introduce a basic transformation in 
the business process which has had far reaching consequences. 
In a nutshell, business discovered research. On the eve of this 
revolution the total research outlay of businessmen stood at per- 
haps 100 million dollars. Today, these outlays are somewhere 
around four billions, and for the first time over 50% of all the 
research done in this country is being paid for by industry out of 
its own pocket. If we throw in the defense effort which the gov- 
ernment pays for, the total research outlay rises to about 7 1/2 
billions. However, our interest here is not so much in the 
growth of this new industry or the sheer size of its burden, 
which seems likely to surpass the total cost of all advertising; 
rather we are concerned to learn what research did to the growth 
of the economy and to the problems of designing and managing an 
enterprise. 


Where the pre-1940 period was preoccupied with trying to 
make the same product cheaper, the postwar period saw a new 
dimension added to competition, in which the focus was to try 
and make the old product better, or even more bold, to try and 
launch a new product. And as the research-equipped manufac - 
turer looked around for applications for his new found creative 
power, he frequently discovered them in markets that he hereto- 
fore had not entered. The petroleum refinery began to turn out 
chemicals; the rubber plant, plastics; new alloys challenged old- 
er metals; electronics cast its shadows over hydraulics; and 
soon, everyone's research and competitive endeavor was attack- 
ing someone else's status quo. Established concepts of industry 
alignment began to obliterate, schemes narrowly conceived to 
defend market position in terms of price advantage proved inad- 
equate; and managements began to contend with problems of 
uncertainty that had multiple dimensions. A labor plentiful 
economy overnight became a labor short economy, and even 
though the number of employee and production workers has 
grown 50% since 1940, and their productivity probably another 
50%, still the demand for their services has grown even faster, 
and wages have gone up some 70% in constant dollars. So here 
we had a reversal of the conditions of the preceding 20 years; 
worker income rose more rapidly than productivity, competition 
was focused on using research to obsolete old ways of doing 
things, a flood of new products poured forth to meet the rising 
discretionary spending power, and we became so impressed with 
the results of focusing on what would be better for the customer 
rather than merely cheaper that we invented a now familiar 
phrase - ''the marketing concept'"' - to describe this triumph of 
innovation over productive capacity. 


MARKET MANAGEMENT: STRATEGY AND ORGANIZATION 75 


If we look back on these basic changes in the economy, we 
find clues to many of the problems which have concerned man- 
agement science over the last ten years. I refer especially to 
the constant search for means of planning and control that can 
contend with these rapidly changing marketing conditions. For 
example, many businessmen have complained that the problem 
of predicting the customer's behavior has been greatly compli- 
cated both by his rapidly rising discretionary income and by his 
growing control over the use of leisure time. Mink coats and 
motor cars, buying things and buying experiences all have begun 
to interact, and the passing fad and the more slowly changing 
style of life of which it is a part have become very difficult to 
diagnosis and distinguish. And as we already have noted, the 
industrial customer with his multiple raw material and process 
alternatives, and his possibilities of sub-contracting entire op- 
erations, swimming all the while in his own competitive sea of 
changing functions and market alignments, presents an equally 
fickle target for prediction. 


At the same time both the need for and difficulty of busi- 
ness planning have been heightened by technological trends in 
the production and distribution process. The long term com- 
mitments required by automated plants, guaranteed wages, basic 
research, and multi-million dollar national promotions imply 
not only irreversible decisions, but also greater lead time, be- 
cause the assumptions in planning have to hold good over a long- 
er and longer period as the separation between decision and im- 
plementation grows apace. The annual budget in many compan- 
ies has been supplemented with the five year and even the twenty 
year plan. The very considerable risks entailed in these large 
resource commitments, combined with the increasing hazards 
posed by the caprice of the customer and the research efforts of 
an undefined arena of prospective competitors, have resulted in 
a powerful urge for diversification. Few businesses today seem 
to be able to undertake the risk of staying in a single market 
with a single product. Indeed, observing the pell-mell flight to 
add new products and markets, one might say that the most 
characteristic response of modern corporations to uncertainty 
is to refuse to choose. As new product applications emerge, as 
new categories of customers come into the market, as new 
technologies compete to answer the old needa, the corporation is 
inclined to embrace each in turn, forfeiting no opportunity, 
straddling all risks. 


In due course, the organization structure begins to grow 
like a Christmas tree as the work of decision making is subdivided 
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to take advantage of the specialized information and skills requir- 
ed. The sales executive is joined by the service manager, the 
product development manager, the advertising manager, the dis- 
tribution planning manager, the market research director, and 
the whole team is duplicated anew as further lines are added. 
Many decisions become difficult to deal with in such a structure 
because they straddle the responsibilities of individuals. And 
when it comes to prepare purposive plans, the business is 
troubled by its inability to bring it own identity into view - to see 
entirely its unique resources, skills and commitments, and the 
whole market environment of which they are a part. 


Finally, in analyzing this planning problem and its bearing 
on the marketing concept, something probably should be said 
about the decline of the owner-manager. The great size of mod- 
ern enterprise, the progressive tax structures, and the new 
found affluence of even the most lowly worker all have combined 
to lessen the inclination and ability of individuals to undertake an 
entrepreneurial role in many markets. Fortunately, the very 
economic growth which rules out individual enterprise in one 
area opens up an opportunity for it somewhere else - as in the 
service industries. But it is my impression that the passing of 
the entrepreneur, where it has occurred, has removed an im- 
portant element in the planning process, because he supplied the 
reason for planning in the sense that he specified the objectives 
to be attained. Indeed, this entrepreneur made planning easy - 
if at the same time fickle - by telling people what he wanted to 
accomplish, and the whole matter was scarcely less personal or 
more complicated than his choice of a necktie for the day. In 
the modern corporation we have replaced the owner-manager 
with a hired management accountable in concept to a diffuse and 
rapidly changing body of shareholders, but actually in perform- 
ance quite sensitive to the appraisal of multiple audiences among 
customers, suppliers, labor, financial institutions, government 
and the public at large. By degreees, therefore, the decline of 
perfect competition and the decline of the entrepreneur with his 
simple conception of objectives are not unrelated events. Today's 
complex markets with many dimensions of competition have been 
accompanied by a corresponding multiplication of the values to 
be reconciled in the policies of modern enterprises. 


So to summarize, business management has very difficult 
planning decisions to make, requiring that it foresee and analyze 
many alternate developments relating to its customers, competi- 
tors, and its own resources, and management must get these 
decisions made by people who are organized in an enormously 
complex structure, in which they are aware of the interrelation- 
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ships of their part and the business, but unable to adequately see 
the whole business and its environment, and the ends to be served 
by all these forecasts and decisions are becoming increasingly 
diffuse and uncertain. It is in this sort of setting that the market- 
ing concept was born, and it is my belief, after reflecting both on 
the background of the movement and the many statements of the 
case which businessmen have set forth, that what this really 
represents is a search for a management philosophy - a primacy 
of decision values - that can restore order and manageability out 
of what threatens to seem like chaos. Indeed, at the risk of in- 
troducing controversy, I would speculate that looking back on 

this development twenty years hence, the marketing concept be- 
latedly will be recognized as an appropriate voicing of the basic 
purpose of corporate institutions grown too large to be adequate- 
ly guided by the profit interests of a single compact group of 
owners. Certainly, anyone who carefully subtracts out of the 
total expenses of a modern business all of the sums expended on 
preparation for the future - ranging from research and adver- 
tising to new plant and training of personnel - is bound to dis- 
cover that profit is a feeble measure of the current day's battle 
with competition, and is certainly meaningless if not considered 
with reference to accompanying changes in market position. 

With many companies today operating in conditions of oligopoly, 
it is small wonder that enlargement of the market and competi- 
tive share held in that market have become matters of manage- 
ment concern at least equal if not prerequisite to profit. 


Now I want to turn from the general economic conditions 
and management problems which accompanied the emergency of 
the marketing concept to a discussion of its implications for 
business practices. Necessarily, this will be a highly personal 
statement because it is next to impossible to synthesize into a 
single theme what others have already set forth on this subject. 
It does seem to me, however, that the real distinction of the 
marketing concept which leads to the conclusion ''this company 
has it'' or ''this one doesn't'', is not so much a matter of organ- 
ization structure or day-to-day tactics as it is a matter of what 
the management is trying to accomplish. 


A moment ago I referred to the shifting focus of objectives 
that has characterized the evolution of modern business enter- 
prise - first, from a focus on profit for the owner to a striving 
for market position and success against competition, and most 
recently to a focus on growth in which there is a continuing 
planned effort to enlarge the size of the market. It seems to me 
that the crux of the marketing concept is expressed in the latter 
Orientation. When a company sets out to increase its sales, 


78 THE FRONTIERS OF MARKETING THOUGHT AND SCIENCE 


not by depriving its historic competitors of the market position 
which they already have captured, but by the application of re- 
search and insight to the task of creating new markets - indeed, 
new businesses - then we know that we are dealing with a man- 
agement that has fully embraced the marketing concept. To be 
sure, as already has been brought out rather fully, any such en- 
deavor is not without its economic reprecussions in other mar- 
kets and industries, but the very extent of these effects, reaching 
as they do to far and foreign places, confirms that something 
more than a minor improvement in the lot of the customer must 
have occurred. Soto say it precisely, a company committed to 
the marketing concept focuses its major innovative effort on en- 
larging the size of the market in which it participates by intro- 
ducing new generic products and services, by promoting new 
applications for existing products, and by seeking out new classes 
of customers who heretofore have not used the existing products. 


In all cases the word ''new'' means more then just new to 
the company in question. It means ''new'', period. This is a 
somewhat more rigorous definition than to merely say that the 
business must constantly think of the customers' best interests 
or put supremacy in marketing functions foremost. And I might 
add that the rigor is deliberate, because only thinking of the 
customer and mere technical proficiency in marketing both turn 
out to be inferior hands when played against the company that 
couples its thoughts with action and actually comes to market 
with a successful innovation. To be sure, the business that seeks 
to apply its research and mass production and national promotion 
prowess to such ambitious notions as doing really new things is 
going to have to be knowledgeably benign with respect to the 
customer, and it certainly will reduce its risks to the degree that 
it is experienced and skillful in its marketing organization. But 
if the product and the service and the way they are sold are fund- 
amentally in the customer's best interests, a great deal of 
amateurism in marketing tactics can be tolerated without serious 
consequences. Turning the issue around, if business enterprises 
are to compete successfully in the quicksilver of modern markets, 
something more than sophistication in means of doing marketing 
work is going to be required. Indeed, to plan at all, and think 
adequately of what competition might do and its possible effects 
before committing multi-million dollar resources, requires 
knowledge of the customer which penetrates to the level of theory. 


So the principal task of the marketing function in a management 
concept is not so much to be skillful in making the customer do 


what suits the interests of the business as to be skillful in con- 


ceiving and then making the business do what suits the interests 


of the customer. As Frank Knight observed some years ago, 
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in conditions of real uncertainty, the outcome of a venture will 
be controlled much more by the entrepreneurial decision on what 
major course of action to undertake than by expert practice in 
implementation. ! Thus, the central meaning of the marketing 
concept to the decision structure of a business in that the major 
purpose of the venture is taken from the need to solve some 
problem in the outer environment - some betterment for the cus- 
tomer - and all subsidiary decisions dealing with the acquisition 
and allocation of resources within the business are bent to that 
objective. In this light, certain tests can be applied to our daily 
business practices which sharpen the distinction between the 
marketing concept and the mere awareness in management that 
superiority in the marketing function is beginning to be of greater 
strategic importance than superiority in the production function. 


For example, we might ask, is the service of customers 
or defense against competition the main focus of the creative 
search for better courses of action? Is the business in the habit 
of undertaking tactics which pay their way in added sales volume, 
but which in prompt imitation by competition fail to add to profit? 
If so, is the overall marketing effort really adding consumable 
value for the customer, or only adding cost - as for instance, 
advertising expenditures which seek to make like products seem 
unlike, and product redesign which attempts to produce obsoles- 
cence without adding to the functions performed by the product ? 
Is the business constantly exhausting itself, trying to hold back 
changes introduced by its competitors - as when it refuses to 
recognize a new product technology, a new service, or a new 
sales channel which the customer seems to prefer? Is foolish 
pride - as the songwriter puts it - causing the management to 
reject the verdict of the marketplace? Is the business trying to 
be all things to all customers when their requirements and in- 
terests in the product are so fragmenting that some forfeiture of 
clientele and specialization of customer alignment obviously are 
needed? Is what the business considers a good salesman es- 
sentially a customer oriented man or is he a loyal ''company" 
man, intent on making the customer understand his employer's 
policies? And finally, is the business using its resources and 
ability to innovate on tasks that smaller competitors with less 
overhead can handle better, or is it taxing its capacities to the 
fullest in undertakings that really challenge it? 


These are fairly direct questions, but the answers turn on 


1 Frank H. Knight - Risk, Uncertainty, and Profit 
(Boston: Houghton Mifflin Company, 1921). 
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rather subtle differences in the marketing posture of a company. 
By and large, it is my observation that concerns which are in an 
active growth phase will pass this sort of test; those that have 
slowed down and see themselves as digging in for a defense 
against younger, more vigorous competitors in time will fail the 
test. Certainly, anyone who examines the turnover in rankings 
of the hundred largest corporations, or the turnover in the lead- 
ership position in even the smallest markets, cannot fail to see 
that the graveyards of business are full of those who conceived 
their obligations to the customer too narrowly. 


Now, one might ask, how can the active growth phase of a 
company be infinitely prolonged? In the end, will not the con- 
stant adding of new products, new applications and new users 
lead to a loss of identity and a nomad-like wandering over the 
entire market terrain? And how does a company so oriented - 
or disoriented - respond to the attack of competition? Must 
every action pass the test of what is truly in the customer's in- 
terests? To be sure, these are important questions. But much 
of the difficulty is removed if we remember that it often is in the 
interests of both the customer and the company that it abandon a 
market, that it forego an existing product line and forfeit some 
present clientele to competition. 


Where two groups of product users have different require- 
ments in either the product or the services that go with it, the 
constant temptation is to suppress these differences, to force 
homogenization of the requirements, and we all are familiar 
with examples of the skillful use of price policy, engineering 
standards, advertising, and product design to such ends. Yet 
when such an unnatural marriage is challenged by a competitor 
who selects only one of the two user groups as his intended 
clientele, a competitor who aligns all his decisions in the inter- 
ests of that single group and who brings to it a specially designed 
product, then the profit position of the company that is straddling 
the issue is likely to become quite untenable. In the same way, 
a company may choose to deal with two unrelated markets ina 
manner that is dictated by the desire to apply some common 
technology or shared resource of production or distribution. The 
endeavor in each market being limited by the requirements of the 
opposite market, this company, too, is vulnerable to a competi- 
tor that specializes in only one of these undertakings. So I sub- 
mit, it is no prescription of dogma but the hard facts of compet- 
ition that argue for coupling a program of innovation and growth 
with a sharp pruning knife to cut out the commitments that threat- 
en to comprcmise the marketing concept. If we all freely ad- 
mitted our mistakes and were prompt in forfeiting a losing battle 
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to competition, a great deal of pointless advertising could be 
turned into profit, and a substantial improvement could be work- 
ed in sales to other markets where efforts have been less than 
customer oriented due to the conflicts that have been baked in. 
Indeed, it is precisely because of this constant need for pruning 
that companies which were guided by pre-war notions of produc- 
tion efficiency, and which grew along lines of by-product diver- 
sification and vertical integration are in the gravest sort of 
difficulty today. Hence the most cogent argument for designing 
an industrial enterprise from the customer backward into the 
factory, rather than from the production process forward, so to 
speak, is that the success of the venture is becoming much less 
dependent on its production efficiency and much more dependent 
on its flexibility in adjusting to the risks posed by the changing 
requirements of its customers. 


In closing now I want to briefly refer to the implications of 
this marketing concept to the society at large. Recently several 
provocative viewpoints have been set forth on the threat of 
underconsumption in our economy. David Riesman has raised 
the question as to whether business enthusiasm for the defense 
effort is entirely explained by patriotic and profit considerations. 
Melman in his recent book has theorized that a substantial part 
of the productive output of our economy is burned up in the form 
of administrative  verhead - useless labor that we enjoy doing - 
but which does not lead to further gains in productivity. Several 
recent books have looked askance at trends in advertising which 
attempt to suoversively guide buying behavior. Allin all, there 
is considerable evidence of a somewhat latent but chronic con- 
cern among businessmen with the possibility that we are able to 
produce more than people will consume. Hence, perhaps we do 
welcome the creation of markets by the government as a source 
of stability, and perhaps we are elaborating a style of manage- 
ment and distribution functions that is sort of subconsciously 
wasteful and antithetical to the interests of the consumer. There 
are two reasons why even in the presence of scant evidence such 
trends deserve sober consideration. 


In the first place, if, as we all pray, this armed prepared- 
ness leads to peace rather than to war, then we will be thrown 
into an economic contest with Russia in which their political sys- 
tem, through lower labor costs and near equal technology, will 


2Seymour Melman - Dynamic Factors in Industrial 
Productivity (New York: John Wiley & Sons, Inc. 1956). 
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battle for our foreign markets. If it turns out that we have built 
a style of competition and type of business venture in this coun- 
try that burdens our native genius for manufacturing efficiency 
with a staggering load of nonproductive overhead and distribution 
costs, we then may find ourselves a country-island of democracy 
ina sea of communism. More hopefully, if we conceive of mar- 
keting as the work of finding out what the customer would con- 
sider a better product and a better way to sell it, and use moti- 
vation and all these other new research and communication tech- 
niques to help the customer to advise the business on such ques- 
tions, and if we then apply all of our war-born technology to 
problems of human betterment, guiding the effort with a market- 
ing concept that insists upon constant innovation - then the heat 
of competition in our economy will be made to yield up consum- 
able value and real economic growth, and our concern with under- 
consumption and fear for the outcome of a contest with a state- 
directed economic system will be pointless in the extreme. 


In the second place, there has been a long continuing 
harangue in Washington over the state of competition in American 
markets. Administered prices and conditions of oligopoly are 
deplored as a counterfeit type of competition which resists true 
economic progress. [ronically, the very same post war period 
that heightened these concerns has witnessed the development of 
an intensive form of competition that has ranged far and wide 
across the traditional market and industry boundaries. As I see 
it, the greatest asset of our present industrial structure is that 
the declining number of companies in each market has been ac- 
companied by an increasing number of markets for each company, 
so that today, more than ever before, hundreds of American 
businesses are sufficiently diversified to undertake the great 
risks of real innovation. In the final analysis, it is the basic 
purpose of the marketing concept to exploit this risk-taking and 
product developing capacity, reckoning with all the uncertainities 
and making a positive virtue out of an economic system that of- 
fers the customer a choice, and at that, a choice that is not con- 
fined to price alone, but one that explores the full dimensions of 
the consumption experience. 
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Interdepartmental Coordination 


In Product Development 


JOHN A. HOWARD* 
UNIVERSITY OF CHICAGO 


INTRODUCTION 


The justification for this paper is contained in three pro- 
positions: (1) that in most companies the addition of new pro- 
ducts is an essential element of marketing strategy, (2) that one 
way of adding a new product is through internal development, 
and (3) that effective internal development requires careful and 
extensive interdepartmental coordination. The topic is especi- 
ally appropriate for marketing management because the burden 
of coordination falls upon the two key departments in product de- 
velopment, Marketing and Research. Let us briefly examine the 
validity of each of the first two propositions. The third propo- 
sition will be dealt with in the later discussion of the significance 
of interdepartmental coordination of product development. 


Convincing evidence of the importance of new products in 
marketing strategy is provided by the statements commonly 
made by executives about the high proportion of their total sales 
volume currently made up of products not in existence x years 
ago. The trade papers abound with such statements. 


Even though product development is currently riding high, 
what about the future of new products as a major element of 
marketing strategy? The enthusiasm of executive speeches on 
the topic of new product development sometimes creates the im- 
pression that the current emphasis is characterized by an 


*John A. Howard is Associate Professor of Marketing, 
The University of Chicago where he has been teaching market- 
ing and statistics since 1950. His educationis A. B. and M.S., 
MA and PhD, Harvard. He is the author of Marketing 
Management Analysis and Decision (Homewood, Illinois: 
Richard D. Irwin, Inc., 1957) and numerous articles on mar- 
keting and economic subjects. In addition to his academic 
activities he is an economic and marketing consultant toa 
number of corporations. The author wishes to thank Professor 
Yale Brozen of the University of Chicago for permitting him to 
draw upon his broad knowledge of technological change in 
preparing this paper. 


83 


84 THE FRONTIERS OF MARKETING THOUGHT AND SCIENCE 


element of fad. It is as though management has stumbled upon a 
topic of great public relations value, a topic that simultaneously 
and almost uniquely pleases the customer, the stockholder and 
the public. Behind this facade of oratory, however, is a solid 
foundation in the form of the growth of company research expend- 
itures. 


According to Department of Defense estimates, industry's 
expenditures on research tripled between 1947 and 1956. i Al. 
though we do not know precisely the proportion of these expendi- 
tures that was devoted to new product development as opposed to 
cost reduction, it was presumably very large since much of the 
cost reduction in a company is probably a result of the product 
research of its suppliers. The survey of company research 
activity by the National Science Foundation in 1953 and 1954 re- 
ports no reasons for believing that this secular rate of growth in 
research will decline. 2 In fact, it indicated that one of the 
major limitations upon the amount of company research is the 
unavailability of scientific personnel. 


As for the consequences of Messrs. Sputnik I and II for 
product development, it can be conjectured that the immediate 
effect will be to reduce company research somewhat by divert- 
ing scientists to defense research but the longer run effect should 
be to increase the total supply of research personnel and thus 
add to product development. 


Also, in thinking about the future of product development a 
pertinent question now is whether the current recession is likely 
to have an adverse temporary effect on development effort. 

First, new product development in many cases generates capital 
outlays and since capital outlays decline in a recession it then 
might be concluded that product development activity can be ex- 
pected to decline. Although there is no evidence to support this 
that I know of, I would believe that the proportion of total capital 
outlays generated by new products rises ina downturn. Research 


1 Bureau of the Census, Statistical Abstract of the United 
States, (Washington. U.S. Government Printing Office, 1957), 
p. 495. These figures are not corrected for price increases, 
but this over-stating effect is partially offset at least because 
they exclude government-supported research which replaces 
some that industry would do anyway. See National Science 
Foundation, Science and Engineering in American Industry, 
National Science Studies, 1956, pp. 44-45. 


2 National Science Foundation, ibid. 
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expenditures declined significantly in the 1949 recession but 
actually increased in the 1954 recession. 3 Second, it has been 
argued that consumers become less willing to accept new pro- 
ducts in periods of declining incomes because buying a new pro- 
duct involves a greater risk. The limited empirical evidence 
supporting this argument is merely suggestive rather than 
conclusive. 


The second proposition that internal development is one 
source of new products hardly needs to be documented. Other 
sources are to merge, to purchase the rights to a developed but 
yet uncommercialized product, and to retain the services of an 
outside research laboratory. My own opinion is that internal 
development is by far the most common source, but the opinion 
is based mainly upon casual observation rather than solid 
information. 


With the background discussion out of the way we will now 
proceed to deal with three questions: What is the significance of 
interdepartmental coordination in product development? What 
is the nature of this coordination? What can be done to improve 
it ? 


For the sake of clarity a conventional functional and inte- 
grated company organization structure will be assumed. By 
functional, I mean that it is divided into the usual five depart- 
ments: Research, Production, Finance, Personnel and Market- 
ing. By integrated I mean that these departments are not 
divisionalized. Presumably the coordination problem might be 
even more difficult in a divisionalized company. However, by 


3 Bureau of the Census, op. ext. 

4Eva Mueller, ''The Desire for Innovations in Household 
Goods,'' in Survey Research Center, University of Michigan, 
Consumer Behavior (New York: New York University Press, 
1957), Vol. III, Table 14. The data and a brief criticism are 
contained in John A. Howard, Marketing Management: Analysis 
and Decision (Homewood, [T1l.: Richard D. Irwin, Inc., 1957), 
pp. 248-249. 


5 An extensive study of company research expenditures 
concluded that approximately one percent is devoted to outside 
research laboratories. See DeWitt C. Dearborn, Rose W. 
Kneznek, and Robert W. Anthony, Spending for Industrial 
Research 1951-1952 (Boston: Graduate School of Business 


Administration, Harvard University, 1953), p. 7. 
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setting up a new division for the specific purpose of developing 
and producing a particular product, divisionalizing may be a de- 
vice for avoiding many of the coordination problems encountered 
in an integrated company. Burroughs, for example, used this 
method in developings its E 101 computer. Also, it will be as- 
sumed that Research does the product engineering. 


SIGNIFICANCE OF PROPER COORDINATION 


The exceedingly high rate of new product failures is com- 
mon knowledge, but little published information is available on 
the relative importance of coordinating deficiencies in causing 
the high mortality rate. 7 Nevertheless, one need only talk with 
a few executives engaged in product development to be convinced 
that lack of interdepartmental coordination is a dominant contri- 
butory factor. 


Each executive can pull from his experience a favorite ex- 
ample of a product that was continued through to the point of 
commercialization when it should have been dropped long before, 
that got to the market behind competitors, that was placed on the 
market before it was ready, that was placed on the market before 
Production was ready, or that was placed on the market before 
the related marketing strategy was operative. Almost always 
these mistakes occur because the right information was not 
available to the appropriate people at the right time. Some of 
the stories obviously do not divulge the true reason which was 
that someone made a decision but his judgment was bad. The 
conclusion, however, that by and large the mistakes were sin- 
cerely believed to occur as a result of unsatisfactory coordina - 
tion is inescapable. 


The rapid development of new product departments, the 
major function of which is interdepartmental coordination, also, 
suggests that companies are experiencing the necessity to im- 
prove coordination. 


6 American Management Association, The Integrated 


Approach to Product Planning, Marketing Series No. 101, 
1957, p. 31. 


1 See, however, Albert H. Rubenstein (ed. ), Coordination, 


Control, and Financing of Industrial Research (New York: 
Columbia University Press, 1955); American Management 


Association, The Integrated Approach to Product Planning, 
ibid., American Management Association, The Commercial- 
ization of Research Results, Special Report No. 20, 1957. 
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The need for effective coordination is intensified by the 
rapid rise of costs as product development proceeds. Large 
sums may get invested in an unsatisfactory product before some- 
one makes a decision to stop the development or to change its 
direction. In one industrial division of Westinghouse, for ex- 
ample, it has been estimated that the real production prototype 
will cost 5 to 10 times as much as the ''breadboard'' model, and 
that in turn, the product may cost 10 times as 
much as the prototype itself. This second figure would presum- 
ably be relatively larger for most consumer products since they 
typically involve a greater investment in promotional outlays. 
Many products that are now found to be failures only after they 
are placed upon the market would be eliminated and their cost 
avoided, if interdepartmental coordination was improved. 


NATURE OF THE PROBLEM 


The purpose in this section is to present a way of looking at 
the coordination problem which will provide insights into its com- 
plex nature and enable us to utilize the limited analysis and em- 
pirical research that appear to bear upon it. In a summary view 
of the coordination of product development, two stages should be 
distinguished. First, is the source of ideas to Research, and 
second, is the flow of information among the departments in the 
development stage once Research has begun work on the idea. As 
we shall see later the way in which the first stage is carried out 
in a company significantly shapes the relations between Market- 
ing and Research and determines the nature of the coordination 
problem. The second stage constitutes the day-to-day work of 
carrying out product development. Because of the limited time 
available to me I am forced to discuss the procedure abstractly 
and thus omit most of the actual details involved in getting the 
job done. 


The process of interdepartmental coordination can be fruit- 
fully examined from each of three levels. First, let us examine 
it at the simplest level. Assuming that everyone involved has 
the same fundamental point of view and is attempting to serve 
only the common goal of company profit, interdepartmental co- 
Ordination is still a difficult problem. In order to be rational in 
the development procedure someone at some stage or stages 
must estimate the market worth of a proposed product and make 


8 American Management Association, The Commercializa- 
tion of Research Results, ibid., pp. 96-97. 
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the decision (1) to drop it, (2) to invest funds in its further devel- 
opment or (3) to proceed to put it on the market. The problem at 
this level is merely one of getting the information to the decision 
maker to suggest to him that it is time to make a decision. The 
possibility, however, of it ''falling between'' the parties and a de- 
cision occurring by default is too obvious to belabor. 


A second level of the coordination process which we can 
examine is the values or basic points of view of the departments 
involved. Their values may differ--what is important in a fun- 
damental sense to one department may not be to the other, --and 
it is axiomatic in social theory that differences in points of view 
impede communication. This lack of communication is the heart 
of the coordination problem. I would suggest that this difference 
in basic points of view is typically greatest between the two 
departments that probably bear the heaviest burden in product 
development, namely Marketing and Research. In contrasting the 
Marketing and Research points of view, one company research 
director puts it, ''The research group never knows what sales is 
after and, conversely, whatever research is working on is use- 
less anyway. ''9 


Because of certain fairly recent studies, we have a much 
better understanding of the research department's point of view, 
or in the words of those doing the studies, the problems faced by 
a scientist in a corporate environment. !9 These studies suggest 


9 Rubenstein, op. cit., p. 23. 

10 Probably the most pertinent study is Lowell W. Steele, 
Problems of Integrating Scientific Research and Industry (an 
unpublished doctoral dissertation) Massachusetts Institute of 
Technology, 1952. Also, see Herbert A. Shepard, ''Superiors 
and Subordinates in Research,'' Journal of Business XXIX (1956, 
p. 261-267; Donald C. Pelz, Glen D. Mellinzer and Robert C. 
Davis, Human Relations in a Research Organization (2 vols. ; 
Ann Arbor: Institute for Social Research, University of Michigan, 
1953). Two major research projects are currently underway. 
Morris Stein, Associate Professor of Psychology, University of 
Chicago, is doing a fundamental investigation of creativity in 
research workers. Professor Norman Kaplan, a sociologist, 
Cornell University, is doing a study of the differences between 
successful and unsuccessful industrial research organizations. 
None of the research focuses specifically upon interdepartment- 
al relations but is concerned primarily with relations within the 
research department and only incidentally upon the relations 
between Research and other departments in the company. 
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the complex nature of the coordination process involving the sci- 
entist, but they also yield insights that are essential to us in 
marketing management if we are to obtain the optimum coordina- 
tion in product development. The marketing executive is not ex- 
actly a novice in dealing with scientists since he usually has a 
market research department partially stabled at least with such 
animals. It is probably true, however, that being of the behav- 
ioral scientist family, they lack both the hard intellectual under- 
pinnings of their natural science colleagues as well as the long 
supporting tradition. 


Essentially, Research is concerned with generating new 
ideas, an activity that is exceedingly difficult to plan and control. 
By and large the rest of the company is concerned with repetitive 
activities in which efficiency looms highly important and in which 
planning and control is necessary tq obtaining this efficiency. 

The difference in types of activity and in kinds of people most 
competent to perform the different types of activity leads to con- 
flict on two issues: time perspective and organization. 

Scientific research requires a longer and more uncertain time 
perspective as well as a less authoritarian organization than cur- 
rent management practice implies is true of the rest of the 
company. 


Obviously, however, Research must be integrated into the 
company in some way, if the company is to receive the benefit of 
the scientist's work. The crucial issue is whether integration 
is to be achieved by subjecting the scientist to the same planning 
and control as everyone else or if it can be achieved by some 
other method. 


An extreme example of a company that tended to integrate 
its research department into its regular planning and control 
system has been carefully documented. The company has a long 
history of successful new product development which would sug- 
gest that its policy of not sharply differentiating between scien- 
tists and’non-scientists was appropriate. And for this company, 
it may have been. However, and this is the key in guiding the 
selection of an integration policy, in this company the president 
was the source of the new ideas. He was technically trained and 
maintained contacts with researchers in his field over the world. 


11 Steele, ibid. Secrecy is another issue. The scientist 
wishes to publish his findings but the company does not like to 
run the risk of losing a competitive advantage. 
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Research personnel merely applied themselves to the president's 
ideas. 


Thus, the degree of creativity expected of the research 
people, or put in other words, the extent to which they are ex- 
pected to be the source of the original ideas rather than having 
the ideas filtered through to them from Marketing or some other 
part of the company, determines the way in which integration 
can be effectively achieved. This proposition suggests that a 
company must decide as to the extent of basic research it wishes 
to do as a matter of policy. I am using ''basic'' here ina rela- 
tive sense--all research can be viewed as being on a continuum 
between the two extremes of basic and applied. !2 Even com- 
panies in the same industry have quite different policies in this 
respect. 


If it decides to do basic as well as applied research, the 
company must recognize that it will be dealing with two different 
kinds of scientists. There is good evidence that more creative 
scientists are different personality types than less creative 
scientists. 13 Each group will require a different kind of a co- 
ordination procedure. This is why I emphasized earlier that the 
source of ideas to Research shapes the nature of the coordination 
between Research and Marketing. 


The relevance for the marketing executive of these studies 
of research personnel is three-fold: he should expect to work 
only with the applied section of Research, even in dealing with 
the applied section differences in basic points of view will often 
seriously impede communication, and as a member of the top 
management team he should advocate a company policy, partic- 
ularly for the ''basic'' section of Research, which will provide a 
less stringent planning and control environment for it than is 
true for the rest of the company. 


12 Basic research has been defined as research that is not 
identified with specific product or process applications, but 
rather has the primary objective of adding to the overall scien- 
tific knowledge of the firm. Using this definition only about four 
per cent of the research done in industry and paid for by indus- 
try could be considered basic research. National Science 
Foundation, op. cit., p. 1S. 


13-This finding is from Professor Stein's work cited above 
which will be published sometime in the next several months. 
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Unfortunately, all of the research that I have drawn upon 
here in discussing interdepartmental differences in basic view- 
points as well as all other personnel research that I have en- 
countered fails to differentiate among functional managements. 
Just as there are differences between less creative and more 
creative scientists and between scientists and management per- 
sonnel, there may be different kinds of management. Perhaps 
there are ''finance,'' ''personnel,'"' ''production,'' and ''market- 
ing,'' personality types and an understanding of the differences 
in the basic points of view would also contribute to coordination. 


A third level at which the coordination problem can be ex- 
amined involves departmental vested interests. Marketing may 
object to introducing a new product that competes with existing 
products because in the near-term future the new product will 
merely add complications without increasing sales. Rivalry ex- 
ists among department heads and impedes coordination. Being 
president may be a more important objective to a company vice 
president than company profits. In the extreme, this rivalry 
can be so great that one department head will conclude that most 
any course of action suggested to him by another department 
must necessarily be unfavorable to him. Although such extreme 
rivalry is certainly atypical, there is an element of it in any 
corporate organization, and it must be reckoned with in attempt- 
ing to improve the coordination of new product development. l 


IMPROVING COORDINATION 


The analysis of the nature of the coordination problem pro- 
vides insights into ways of improving coordination. By far the 
most common way of attempting to cope with the coordination 
problem has been to establish a new products department. The 
rapid growth of such departments is indicated by a study of 58 
departments in larger companies. Only 20 per cent of the de- 
partments were more than four years old and 50 per cent had 
been organized within the last two years. 15 Although the size of 


14¥For an interesting case description and analysis of 
rivalry among executives see Elliott Jaques, The Changing 
Culture of a Factory (London: Tavistock Publication, Ltd., 
1951), Chap. 8. 

15 Here I have drawn heavily upon the work of Conrad 
Jones, some of which is reported in Samuel C. Johnson and 
Conrad Jones, ''How to Organize for New Products,'' Harvard 
Business Review, May-June, 1957, pp. 49-62 
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the department varied among companies, it was typically small, 
four to five men. Three kinds of people were used to staff it; 
market research type, scientist type, and administrative type. 
The department manager reported to either the executive vice 
president, the director of research or the marketing executive. 


In 60 per cent of the cases, it was to the executive vice president, 


Supplementing the new products department may be ad hoc 
committees on which members of the new products department 
serve. Such committees provide the additional personnel re- 
quired for coordination but eliminate a permanent commitment 
and thus provide a high degree of flexibility in meeting changing 
needs. It has been pointed out, for example, that S. C. Johnson 
& Son, Inc. uses two kinds of ad boc committees: sponsor 
groups and product committees. As soon as a new idea fora 
product is formulated a sponsor group is appointed to see it 
through to the development of a" realistic product.'' At this stage 
a product committee, with the sponsor group serving as the 
nucleus, is appointed to see the product through to successful 
commercialization. 


Let us briefly evaluate the use of the new department as a 
method of improving coordination. For the simple level prob- 
lem we discussed above, it would seem to be a splendid solution. 
As for the second level, the addition of a new department will 
not render fundamental points of view more similar. To the ex- 
tent that it is staffed with representatives of the departments 
communication will be improved. Turning to the third level, a 
new products department will not eliminate vested interests, but 
it may alleviate the problem. Better communication may dispel 
imagined interdepartmental differences in interests. Also, 
better communication may make it more difficult for a depart- 
ment head to protect a vested interest by using some rationali- 
zation as a smokescreen. 


Regular formal reports by salesmen on customer needs 
and customer reactions have been suggested as a device for co- 
ordinating Marketing and Research. Iv" As we noted earlier, 
however, the usefulness depends in part at least upon the extent 
to which the ideas come from Marketing rather than originating 
within the laboratory or elsewhere. Once commercialization is 
under way such reports can be very useful. 


16 Tbid., pp. 56-57. 


17 "How Sales Reports Cue Engineers, '' Sales Management, 
September 20, 1957, pp. 85-6. 
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An interesting possibility is that in the somewhat distant 
future the second level of the problem of coordination may change 
under the influence of the "human relations in industry move- 
ment.'' The argument supporting such a possibility is that the 
"human relations'' doctrine states that a company can obtain more 
effective utilization of manpower if it uses the kind of organiza- 
tional arrangements throughout the company that we earlier said 
were essential for the creative scientist in industry. The es- 
sence of these arrangements is a less authoritarian organization. 18 
Some skepticism seems to be justified, however, until more 
convincing evidence is presented. 


Marketing management can also contribute to better co- 
ordination by using the analytic tool commonly called capital 
budgeting. It is a technique for rationally evaluating alternative 
uses of company funds by computing a rate of return on the pro- 
jected time pattern of cash flows generated by a new product. 19 
A new product is typically only one of a number of uses to which 
top management can devote company funds. The use of the 
technique establishes a consistent and correct point of view 
throughout the various departments, and even more important, 
itis a view that is consonant with top management's needs. 

Each appropriate department contributes its quantitative esti- 
mates and in the process of making an assembling these esti- 
mates a more objective and less partisan view can result. Also, 
I suspect that these estimates can be helpful in overriding cer- 
tain vested interests encountered in coordination, particularly 

if the departments are aware that later performance will be com- 
pared with their estimates. 


Finally, the examination of its past experience will con- 
tribute to a company's ability to coordinate its product develop- 
ment effort. My observation is that the experience with new 
products is analogous to that found in sales forecasting-- 
executives are too busy getting the job done to conduct a post 
mortem. Possible embarrassment at finding a serious mistake 
may also be a deterrent. A careful post mortem would indicate 


18 This statement is an over-simplification and the inter- 
ested reader is urged to consult Shepard, op. cit. 


19 The only published source that I know of which describes 
the technique in detail is Ray I. Reuel, ''Profitability Index for 
Investments,'' Harvard Business Review, July-August, 1957, 
pp. 116-132. For a discussion of the logic underlying the tech- 
nique, see Journal of Business, October, 1955, which is 
entirely devoted to capital budgeting. 
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An interesting possibility is that in the somewhat distant 
future the second level of the problem of coordination may change 
under the influence of the "human relations in industry move- 
ment.'' The argument supporting such a possibility is that the 
"human relations'' doctrine states that a company can obtain more 
effective utilization of manpower if it uses the kind of organiza- 
tional arrangements throughout the company that we earlier said 
were essential for the creative scientist in industry. The es- 
sence of these arrangements is a less authoritarian organization. 
Some skepticism seems to be justified, however, until more 
convincing evidence is presented. 


Marketing management can also contribute to better co- 
ordination by using the analytic tool commonly called capital 
budgeting. It is a technique for rationally evaluating alternative 
uses of company funds by computing a rate of return on the pro- 
jected time pattern of cash flows generated by a new product. !9 
A new product is typically only one of a number of uses to which 
top management can devote company funds. The use of the 
technique establishes a consistent and correct point of view 
throughout the various departments, and even more important, 
itis a view that is consonant with top management's needs. 

Each appropriate department contributes its quantitative esti- 
mates and in the process of making an assembling these esti- 
mates a more objective and less partisan view can result. Also, 
I suspect that these estimates can be helpful in overriding cer- 
tain vested interests encountered in coordination, particularly 

if the departments are aware that later performance will be com- 
pared with their estimates. 


Finally, the examination of its past experience will con- 
tribute to a company's ability to coordinate its product develop- 
ment effort. My observation is that the experience with new 
products is analogous to that found in sales forecasting-- 
executives are too busy getting the job done to conduct a post 
mortem. Possible embarrassment at finding a serious mistake 
may also be a deterrent. A careful post mortem would indicate 


18 This statement is an over-simplification and the inter- 
ested reader is urged to consult Shepard, op. cit. 

19 The only published source that I know of which describes 
the technique in detail is Ray I. Reuel, ''Profitability Index for 
Investments,'' Harvard Business Review, July-August, 1957, 
pp. 116-132. Fora discussion of the logic underlying the tech- 
nique, see Journal of Business, October, 1955, which is 
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wherein the crucial estimates used in making the decision to con- 
tinue, to change direction, or to discontinue, went awry. Such 
investigations should not be confined to post mortems, that is, to 
products that failed, but failures would probably be the most 
fruitful. 


These post mortems would also provide an essential base 
of data for exploring the whole product development area ina 
fundamental way. If companies were to make the information 
available some really worthwhile doctoral dissertations could be 
written. We might learn something, for example, that would aid 
in predicting the pattern of demand for new products, a problem 
that now plagues executives engaged in new product development. 
We have some precedent for product development research in at 
least two splendid studies, 20 one by Professor Corey on indus - 
trial products@1 and the other a sociological study of the intro- 
duction of an antibiotic. ** The studies would be of value not only 
for management directly, but also for economic welfare since 
product development both generates capital outlays and adds to 
consumer satisfaction by widening the range of alternatives and 
adding to his standard of living through increased efficiency. 


SUMMARY 


The coordination of new product development is currently an 
important problem for marketing management and the need to co- 
ordinate will probably become greater as company research ex- 
penditures increase. Certain recent personnel research is sug- 
gestive as to the nature of the problem, but more directly focused 
research is needed. In the meantime there are steps that a com- 
pany may take which will facilitate the interdepartmental coordi- 
nation required in effective product development. 


20 Professor Neil H. Bordon has been investigating the area 
of new products for some time, but the only published report on 
his work that I have seen is a brief comment in ''Development 
and Marketing of New Consumer Products,'' Boston Conference 
on Distribution (Boston: Retail Trade Board, 1954), pp. 65-70. 

2lr, Raymond Corey, The Development of Markets for 
New Materials, (Cambridge: Graduate School of Business Ad- 
ministration, Harvard University, 1956). 

22 Herbert Menzel and Elihu Katz, "Social Relations and 
Innovation in the Medical Profession: The Epidemology of a 


New Drug,'' Public Opinion Quarterly, XXIX (1955), pp. 337-352. 
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Physical Distribution As A New 
Staff Function in Marketing 


RICHARD S. DENENHOLZ* 
DOLE HAWAIIAN PINEAPPLE COMPANY 


The topic of this paper is the role of physical distribution 
as a new Staff function in marketing. The key word is ''new."' 
In attempting to determine the metes and bounds of the subject, 
it is necessary to recognize that any new function of this kind is 
still in a fluid state. It is still being tried and tested. It is still 
being shaped and adapted to fit into the infinite variations in mar- 
keting patterns that exist in our competitive economic picture. 


And so some of the specific examples I shall give of phys - 
ical distribution as it is applied in the marketing organizations of 
the Dole Hawaiian Pineapple Company, with which I am now as- 
sociated, or the Lever Brothers Company, with which I was 
formerly associated, may or may not apply directly to the mar- 
keting pattern of another organization. But I hope that the gen- 
eral outline of this function as I see it may prove to be of general 
value. 


*Richard S. Denenholz is Distribution Manager of the Dole 
Hawaiian Pineapple Company. He has had a distinguished 
career in both private business and government service. After 
college education in New York City, Mr. Denenholz served 
with the Traffic Department of Gottesman & Company, a New 
York City import-export firm, from 1930-1942. During World 
War II, he served for four years as Transportation Officer and 
Chief of the Freight Branch for the Army's Second Transporta- 
tion Zone in New York. Following the war, he was appointed 
Chief of Transportation for the Federal Bureau of Supply, U. S. 
Treasury Department, in which position he was responsible for 
transportation of government-procured supplies from both do- 
mestic and foreign producers. In 1951 he joined the Lever 
Bros. Company in New York, becoming Distribution Analyst in 
the company's distribution organization. In March 1957 he 
joined Dole as Distribution Manager, with his headquarters in 
San Jose, Calif. Mr. Denenholz is admitted to practice before 
the Interstate Commerce Commission, and has conducted 
seminars for the American Management Association on the ad- 
ministration of traffic functions. In his present position, Mr. 
Den2nholz directs the distribution functions of the Dole 
company. 
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Why is this a new function? The answer, I believe, is that 
distribution as a part of the marketing staff is the offspring of the 
modern concept of total marketing, which is itself relatively new. 
This total marketing concept has been defined and probed and 
discussed before the American Marketing Association many 
times, and I will not presume to concoct a new statement of a 
philosophy and function which is already familiar. 


Allow me just to point out that the modern marketing con- 
cept is a broad-gauge one, ranging far and wide over the corpor- 
ate landscape, planning, coordinating or controlling every cor- 
porate activity dealing with a company's products from the time 
they are conceived until they reach the ultimate consumer. 


Product research, planning, production, pricing, promo- 
tion, selling and servicing--all of these are functions either con- 
trolled or coordinated by a modern marketing organization. And 
it is inevitable that the physical movement of goods from the end 
of a production line to a grocer's shelf or a dealer's showcase is 
of vital importance in the over-all marketing function. 


As I see it, this distribution function has two significant 
areas of importance to the marketing organization and the cor- 
poration as a whole. First, by implementing the marketing func- 
tion it contributes to the sales and ultimately the profits of the 
corporation. Second, by helping to control some of the factors 
which add to the cost of the product but not to its intrinsic value, 
it plays an important role in saving money for the corporation. 
Let me deal first with the money-making function. 


DISTRIBUTION CONCERNED WITH LOGISTICS 


Having both a commercial and military background, I am 
often struck by the similarity between the modern marketing or- 
ganization and the modern military organization. The military 
art embraces strategics, tactics and logistics. The strategists 
are the over-all planners who define the objectives and set the 
stage for the campaign. They are akin to the planning staff of 
the marketing organization which embraces market research, 
product management, advertising and merchandising. Then we 
have the tactitians--the field forces which take the strategists' 
plans and carry them out to attain the objective. They are equiv- 
alent to sales management and the field selling organization. 
Finally, the military services have the logisticians who support 
both strategy and tactics, being responsible for getting the mili- 
tary hardware and supplies to the right places at the right times 
to do the job. 
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In modern marketing, distribution is the logistical arm of 
the organization. In its basic function, distribution takes physi- 
cal custody of products as they leave the production lines and 
retains custody until those goods are delivered to the customers. 
This responsibility encompasses the warehousing of goods either 
at production locations or forward distribution points, the 
receipt of orders, billing, transportation replenishment of for- 
ward stocks, claims and all the auxiliary activities that go with 
these operations. 


In the case of the Dole company, our marketing effort is 
designed to induce the ultimate consumer, the housewife, to buy 
Dole products and continue buying them. Our customers, how- 
ever, are the supermarket chains, wholesale grocers, coopera- 
tive buying organizations and other factors in the grocery trade. 
The distribution responsibility in our case begins as canned 
fruits and vegetables come off the labeling and casing lines in 
Hawaii, California, Oregon, Florida, New Jersey, Maryland and 
Dllinois, where our production operations are located, and con- 
tinues until the goods are delivered, as ordered, to the custo- 
mer's receiving dock. 


The operations I have just described are essentially staff 
functions to the field selling organization. We are the logisti- 
cians who see that the right goods are delivered in the right 
amounts at the right times. And though this is the core of the 
physical distribution function as it implements marketing, dis- 
tribution does not stop there if it is to be fully effective. As the 
total marketing operation ranges into other corporate areas, 
distribution goes along with it. 


COORDINATION OF THE DISTRIBUTION STAFF 
WITH OTHER DEPARTMENTS 


Let me illustrate by describing some of the additional func- 
tions of a Distribution Division. Distribution may work with the 
Research Management to develop improved packaging, package 
and case designs of new products, and technical assistance on 
weight maximums of various case packs as they relate to ware- 
housing and distribution. With Production Management, Distri- 
bution discusses proposed production schedules, low inventory 
levels which may require emergency production, the determina- 
tion of point-of-production from the standpoint of penalty distri- 
bution costs, and mechanical problems involved in storing and 
shipping production output. 


Distribution may work with Finance Management to achieve 
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improved accounting procedures, proper accountability of stocks, 
and proper internal and external control of distribution accounts - 
receivable and accounts-payable. With General and Industrial 
Engineering Management, it may plan layouts of new warehouses 
and improvement of physical properties which will reduce distri- 
bution costs. Those concerned with distribution may talk with 
Purchasing Management to determine purchase commitments on 
packing materials and sundry raw materials, provide specifica - 
tions on packing materials and advise on transportation costs to 
achieve the lowest net delivered prices. 


Parenthetically, might point out that the foregoing illus - 
trates why the highest degree of cooperation, coordination and 
rapport is mandatory between divisions of a corporation if that 
enterprise is to market its products successfully and profitably. 


THE ROLE OF DISTRIBUTION PLANNING 
IN PROVIDING SERVICE FOR CUSTOMERS 


In the staff function I have described to this point, physical 
distribution plays still another vital role in the over-all market- 
ing picture. It provides marketing with a potent competitive tool 
--service to the customer. With the dazzling array of talents 
now available to a company in such fields as market research, 
packaging, production and promotion it is possible for a company 
to come up with products that, by every yardstick we can lay 
against them, will be successful. But if these products are not 
delivered to the customers in good condition at the times they 
are wanted and in the quantities they were ordered, the work and 
imagination that went into the products will be for naught. The 
customer, annoyed by inconvenience involved in not receiving 
goods as he ordered them, may turn instead to a competitor's 
product that may, in fact, be inferior in one way or another. 


We must recognize that our customers are in business to 
make a profit, too. If their operations are in any way hampered 
by faulty distribution from us, our sales will suffer. In one com- 
pany with which I am familiar, the sales planners found that they 
were not getting their share of a certain market through their 
jobbers and distributors. So the company decided to market the 
area with a direct selling organization calling on the retail trade. 
This resulted in a vast increase in sales. It was presumed that 
the additional accounting, warehousing and shipping expense was 
recoverable because the volume discount available to the jobbers 
was not available to the small retailer. 


This company's share of the market did indeed increase as 
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a result of this strategy, but at a cost far in excess of the volume 
discount that was being saved. Besides the excessive selling 
cost, the company found that its Traffic Department was unable 
to cope with the flood of small orders. Carrier service for 
small deliveries was most erratic and many orders became un- 
deliverable and were stranded at carrier terminals. Claims for 
shortage and non-delivery grew. Collection of accounts-receiv- 
able became time-consuming. Actually, this company was try- 
ing to compete with local jobbers but was unable to provide the 
same type of service as the jobber. This situation developed be- 
cause there had been no distribution planning. The decision to 
switch to direct selling had been made by others in the marketing 
organization without coordinating with Distribution. 


The solution finally put into effect, actually, was simple. 
It only required tailoring of the distribution to meet the sales 
planners' objectives. The particular marketing area was zoned 
by logical distribution areas. Each zone was developed so as to 
produce a truckload of business once a week. A contract car- 
rier was engaged to put several trucks in service with a guar- 
antee of a stated minimum revenue for each trip. 


The sales planners and the field salesmen agreed that in- 
stead of being shipped the same day received all retail orders 
in each zone would be accumulated for a regular delivery once 
a week on one fixed day of each week by the same carrier. There 
was no reduction in selling expense or accounts-receivable ex- 
pense as a result of this change, but the savings in warehouse 
handling and transportation were more than sufficient to put this 
operation on a profitable basis. 


The warehouse saved the expenses of individually stencil- 
ling the packages and in the separate handling of each small 
order. Instead, on each shipping day, the individual small 
orders were recapped and delivered to the carrier in bulk units 
of each item together with a distribution manifest that was given 
to the driver. The truck was not loaded by individual orders. 
Instead, it was loaded by marks running longitudinally along the 
length of thetruck. In this manner the truck driver could always 
deliver from the rear of the truck and keep working toward the 
front. There was no excess handling at the shipping point, and 
if an order was refused, there was no extra handling involved on 
the truck. This is an example of how distribution planning con- 
verted a chaotic, unprofitable sales operation into a profitable 
one in which the company's customers were happy with the serv- 
ice they were receiving. 
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TECHNOLOGICAL DEVELOPMENTS 


We come now to the second important function of distribu- 
tion that I mentioned earlier--that of helping to control those fac- 
tors that add to the cost of a product without adding to its 
intrinsic value. 


Since the end of World War II, American industry has spent 
billions of dollars on technological improvements to increase 
capacity, reduce costs and make operations more efficient. This 
capital improvement program continues. But many companies 
are finding increasingly that the savings realized through techno- 
logical improvements are being dissipated by rising labor, trans- 
portation and material costs and by competitive pressures. In 
the food industry, processors and distributors alike are witness- 
ing this steady erosion of their already too-small profit margins, 
and I believe the same is true in many other industries. Though 
technological improvements will continue to be made in process- 
ing and related fields, I believe that one of the most fertile areas 
remaining for the reduction of costs is that of physical distribution 


Materials Handlin g 


In the field of materials handling, we have seen amazing 
development in the use of lift trucks, palletizing and unitizing, 
conveyor systems, trackless trains, electronic warehousing and 
other devices designed to improve materials handling. Yet in 
spite of them, these handling costs still represent an average of 
20 per cent of total production costs. I firmly believe that we 
have scarcely scratched the surface in the improvements of ma- 
terials handling systems. Too much of our handling is still done 
by muscle power and main strength. 


Twenty per cent is a challenging figure. It challenges the 
minds and talents of engineers and distribution people alike. It 
is a challenge that can be accepted by the physical distribution 
staff which, working with company engineers and suppliers of 
handling equipment, can logically spearhead the intensive search 
for newer and better handling devices and systems. 


Warehousing Costs 


The reduction of warehousing costs is still another chal- 
lenge to the distribution staff. As an example, closer control 
over the warehousing of forward stocks can reap substantial 
Savings in marketing expenses. My experience shows that un- 
wise distribution of too much stock to forward warehouses 
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inevitably increases costs, not only through the expense of the 
warehousing itself but also through costly cross-handling from 
one warehouse to another to keep the assortments of stocks in 
balance. Close attention by distribution personnel to stock dis- 
appearance and sales potentials in any given area can assure the 
proper stocking of distribution points. 


Transportation Packaging 


Transportation costs have increased enormously in recent 
years and seem destined to increase further. On California 
canned foods, transportation costs have increased as much as 12 
per cent in the past year alone. The possibilities of reducing 
these costs through the infinite variations in consolidated ship- 
ments must be constantly explored by the distribution staff. In 
packaging, the distribution staff can work with company package- 
ing personnel to develop packages and shipping cases whose di- 
mensions and other characteristics will provide a maximum de- 
gree of ease and economy of handling. 


These are only a few examples of the ways in which the 
phy’sical distribution staff can contribute toward reducing or 
controlling marketing costs. The subject is almost endless and 
time does not permit me to dwell further on it. 


CONCLUSION 


In summation, what I have attempted to describe is the 
role of a physical distribution staff in implementing a company's 
marketing program and in controlling a company's marketing 
costs. Having sucha staff, however effective it might be, is not 
a panacea. It cannot increase sales and profits by itself. It 
cannot alone enhance the effectiveness of the total marketing 
Organization. 


But in the modern marketing organization, the assignment 
to a well-staffed, energetic distribution group of all activities 
involving the movement of products and the creation of an at- 
mosphere in which distribution can work in closest collaboration 
with other company activities, will earn its way many times 
over. 
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TECHNOLOGICAL DEVELOPMENTS 


We come now to the second important function of distribu- 
tion that I mentioned earlier--that of helping to control those fac- 
tors that add to the cost of a product without adding to its 
intrinsic value. 


Since the end of World War II, American industry has spent 
billions of dollars on technological improvements to increase 
capacity, reduce costs and make operations more efficient. This 
capital improvement program continues. But many companies 
are finding increasingly that the savings realized through techno- 
logical improvements are being dissipated by rising labor, trans- 
portation and material costs and by competitive pressures. In 
the food industry, processors and distributors alike are witness- 
ing this steady erosion of their already too-small profit margins, 
and I believe the same is true in many other industries. Though 
technological improvements will continue to be made in process- 
ing and related fields, I believe that one of the most fertile areas 
remaining for the reduction of costs is that of physical distribution. 


Materials Handlin g 


In the field of materials handling, we have seen amazing 
development in the use of lift trucks, palletizing and unitizing, 
conveyor systems, trackless trains, electronic warehousing and 
other devices designed to improve materials handling. Yet in 
spite of them, these handling costs still represent an average of 
20 per cent of total production costs. I firmly believe that we 
have scarcely scratched the surface in the improvements of ma- 
terials handling systems. Too much of our handling is still done 
by muscle power and main strength. 


Twenty per cent is a challenging figure. It challenges the 
minds and talents of engineers and distribution people alike. It 
is a challenge that can be accepted by the physical distribution 
staff which, working with company engineers and suppliers of 
handling equipment, can logically spearhead the intensive search 
for newer and better handling devices and systems. 


Warehousing Costs 


The reduction of warehousing costs is still another chal- 
lenge to the distribution staff. As an example, closer control 
over the warehousing of forward stocks can reap substantial 
savings in marketing expenses. My experience shows that un- 
wise distribution of too much stock to forward warehouses 
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inevitably increases costs, not only through the expense of the 
warehousing itself but also through costly cross-handling from 
one warehouse to another to keep the assortments of stocks in 
balance. Close attention by distribution personnel to stock dis- 
appearance and sales potentials in any given area can assure the 
proper stocking of distribution points. 


Transportation Packaging 


Transportation costs have increased enormously in recent 
years and seem destined to increase further. On California 
canned foods, transportation costs have increased as much as 12 
per cent in the past year alone. The possibilities of reducing 
these costs through the infinite variations in consolidated ship- 
ments must be constantly explored by the distribution staff. In 
packaging, the distribution staff can work with company package- 
ing personnel to develop packages and shipping cases whose di- 
mensions and other characteristics will provide a maximum de- 
gree of ease and economy of handling. 


These are only a few examples of the ways in which the 
physical distribution staff can contribute toward reducing or 
controlling marketing costs. The subject is almost endless and 
time does not permit me to dwell further on it. 


CONCLUSION 


In summation, what I have attempted to describe is the 
role of a physical distribution staff in implementing a company's 
marketing program and in controlling a company's marketing 
costs. Having such a staff, however effective it might be, is not 
a panacea. It cannot increase sales and profits by itself. It 
cannot alone enhance the effectiveness of the total marketing 
Organization. 


But in the modern marketing organization, the assignment 
to a well-staffed, energetic distribution group of all activities 
involving the movement of products and the creation of an at- 
mosphere in which distribution can work in closest collaboration 
with other company activities, will earn its way many times 
Over. 
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Marketing Orientation and Emerging 


Patterns of Management and Organization 


DAVID G. MOORE* 
MICHIGAN STATE UNIVERSITY 


In this paper, I shall attempt to show the relationship be- 
tween a marketing orientation in management and certain emerg- 
ing patterns of organization and administration in industry. Un- 
fortunately, I find myself involved in an exercise in organization 
theory. Itrust, therefore, that you will bear with me if I wander 
occasionally up devious paths, and, in some instances, over- 
simplify in order to make particular points. 


Much of what I have to say represents a reinterpretation or 
more extended analysis of studies of organization made at Sears, 
Roebuck and Company intermittently from 1941 through 1951. 
These studies were conducted among several hundred operating 
units in Sears, including not only retail stores but mail order 
plants and factories as well. The initial aim of these studies was 
to identify factors influencing employee morale; but, for various 
reasons, our objectives were expanded over a period of years so 
that we were ultimately concerned less with employee satisfac - 
tion as such and more with the broad functioning of the organiza- 
tion in all of its many socio-economic phases. 


CONCEPTS OF SOCIAL ANTHROPOLOGY 
APPLIED TO ORGANIZATION 


Our analysis of organization was based primarily on a con- 
ceptual frame of reference provided by social anthropology. It 
might, therefore, be useful to review briefly certain social an- 
thropological concepts since these will enter into our discussion 
later on. The point of view of the social anthropologist is drawn, 


*David G. Moore has been Professor of Management in the 
College of Business and Public Service at Michigan State Uni- 
versity since 1956. Previously he was Associate Professor of 
Business Administration and Sociology at the University of 


Chicago, where he was also Director of the Executive Program. 


He has had extensive experience in business, particularly 
Sears, Roebuck & Co., and is a management consultant to a 
number of business firms. He is co-author with Burleigh B. 
Gardner of Human Relations in Industry. 
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as you know, from his studies of primitive, relatively self- 
contained societies. It is not surprising, therefore, to find him 
viewing social organization as an interdependent, functionally in- 
terrelated system. In traditional, homogeneous societies, there 
is a manifest organic unity which cannot be denied. The techno- 
logy merges into the social organization, which in turn is sanc- 
tioned by the religious and philosophic system. Each element of 
the society is bound together with every other element in inti- 
mate relationship. No single element can be understood separate 
from the others. Thus, the social anthropologist tends to con- 
centrate his attention on functional interdependency and to view 
society as a king of living system which maintains a certain 
equilibrium or balance among its many and diverse segments. 


Now, while this rather organismic view of society is not 
as appropriate to the discordant, complex, dynamic confusion 
which we call modern civilization, as it is to small, homogen- 
eous, primitive social systems, it is extremely useful in anal- 
yzing industrial organizations. Here we find functional inter- 
dependency more or less imposed by management in its quest 
for coordination, efficiency, and control. There is an underly- 
ing logic to industrial organization growing out of management's 
conscious efforts to gear the various functions to the over-all 
strategic aims of the enterprise. Thus, we find organizations 
evolving in systematic ways as management attempts to relate 
one function to another and cope with new problems as they arise. 
We find the typical industrial organization held together by an 
intricate syllogistic pattern in which there are certain major 
premises or strategic ideas from which a whole series of minor 
premises are deduced in an orderly and predictable fashion. 


The social anthropologist also views society as having a 
structure consisting of various positions. In primitive, tradi- 
tional societies, each position requires of the individuals in it 
particular ways of behaving which can be readily identified. 


Again we find this way of looking at social systems useful 
in analyzing industrial organizations. From the standpoint of 
structure, a company can be viewed as a collection of occupa- 
tions representing various technologies and points of view. How- 
ever, there is more to it than this. An occupation is more than 
a job; it is to the individual in it a way of life with which he 
identifies. It provides more than a particular set of skills, it 
also provides a set of interests, a sense of purpose, a philosophy, 
a reason for being. Why this is so we won't take time to develop 
here except to say that our society provides few other possibili- 
ties for personal identification. Ours is a work-oriented cociety 
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and the job that we perform is not only the way we are known to 
others but the way we know ourselves. 


Within the industrial organization, particularly at the level 
of management but at other levels as well, the various occupa- 
tional values and points of view are in constant contention. In- 
deed, the politics of business are intimately bound up with occu- 
pational values. Each functional group strives to realize its own 
interests and thereby comes into collision with other interests. 
These conflicts are resolved in various ways usually by the dom- 
inance of particular functional groups so that the values and points 
of view of these groups become the major propositions to which 
the values of contending groups must be reconciled and subordi- 
nated. Thus, the personnel director subordinates his basic 
humanistic interests to the tangible, concrete cost and efficiency 
interests of the manufacturing executive. 


The dynamics of organization emerge primarily out of the 
flux and flow of internal politics and power struggles. But ex- 
ternal influences have much to do with who gains power and why. 
Economic conditions, cultural values, and social trends all play 
their part but the more personal factors of politics are impor- 
tant too. 


MANAGERIAL DECENTRALIZATION 


During the past ten years, we have witnessed important 
shifts in the basic patterns of organization and administration in 
American industry. These shifts have been related primarily to 
a trend toward managerial decentralization. Various arguments 
have been offered for this trend. Industry has grown large; it is 
impossible to administer large, sprawling, geographically dis - 
persed organizations. Decentralization is the latest administra- 
tive fad which management has picked up from style-leaders like 
General Motors, General Electric, and General Wood. Decen- 
tralization is an effort to introduce democratic principles into 
industry. Or itis a result of the ''insidious'"' influence of the 
purveyors of group dynamics, ego-involvement, and participa- 
tive techniques. 


THE OLD MODEL 


Describing these shifts in organization patterns in terms 
of managerial decentralization, however, is in my opinion too 
simple an explanation. There is considerably more to it than 
that. In order to illustrate my point, I shall describe two models 
of organization. The first represents what, for the moment, I 
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shall designate the old model. The essential characteristics of 
this model are as follows: 


l 1. Concern with system and internal process 


This is the major premise on which the old model is 
built. There is a constant and abiding concern with 

1 internal system and process. Ina sense this concern 
appears to bea reflection of the Protestant Ethic which 

i holds, among other things, that, if the internalized 

ts character of a manis o. k., then the external world 
and his adjustment to it will take care of itself. Thus, 
we find in the ''old'' model an interest in developing 
neat, logical, efficient work systems and procedures. 

i The ideal is the machine, an interacting system in 
which all of the parts work together in the intricate 
choreography of a well-oiled, well-designed mechan- 
ism. 


2. Inexorable Logic of the System 


It is assumed that there is one, and only one, best way 
to get a job done. This "'one best way'"' is to be sought 
principally at the tangible level of time-motion econ- 
omy, although other elements may enterin. Building 
an Organization represents a gradual, but consistent 
unfolding of the fundamental and inexorable logic of the 
"one-best-system". 


3. Primacy of the System 


Since the system is held to represent the one best way 
of getting the job done, then it is imperative that it be 
followed exactly and that no deviations be permitted. 
Cooperation and coordination of human effort is built 
into the system so that, if each individual performs his 
part of the total task as it is supposed to be performed, 
then the total effort will be harmonious, efficient, and 
unified. The system as a means of insuring coordina- 
tion and cooperation is thus imposed on the work force. 
Indeed, one of the principal tools of management be- 
comes that of policing the work force at the various 
levels to insure that the system is being followed. 


4. Centralization of Authority 


The primacy of the system tends to centralize authority. 
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The system cannot be changed willy-nilly but must be 
adjusted carefully and in accordance with so-called 
principles of logic and science. Control and design of 
the system become management's main tasks. There 
can be only one system and this must be guaranteed 
through the highest authority of management. 


5. Multiple-Layers of Supervision 


With the need for close control, there is also the need 
for many layers of supervision, each level breathing 
down the necks of the next lower level. There is also 
a demand for detailed reports and information about 
each step in the work process. Constant control is 
exercised. Problems of coordination are typically 
solved by the addition of more supervision and/or a 
more intricate system of work. In other words, the 
answer to the problem of coordination is either more 
supervision and control or more system. 


. Specialization 


The so-called "'old'' pattern of organization places a 
heavy emphasis on specialization. Employees at all 
levels are pegged in either square or round holes and 
cannot be shifted about. The emphasis is on functional 
skill rather than the whole man. 


. The Subordination of Human Values to the Machine 


The system is a machine involving human and mechan- 
ical production units which merge together and are 
hardly distinquishable. Expressions of purely human 
sentiments and needs are regarded almost as sinful. 
Basically the machine is more moral than the human 
being. Employees and customers alike are subordi- 
nated to the great machine. The customer is supposed 
to take what the machine runs out. His sentimental, 
aesthetic, and purely social needs are regarded as 
capricious, willy-nilly,and irrational. If the sales 


force can't sell what the machine turns out, then there's 


something wrong with the sales force, not with the 
product. 


. Concern with the Job Within the System Rather Than 
Over-All Results 


Following the system oftentimes becomes more important 
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than over-all results to management and employees 
alike. There is a tendency to become lost in the 
system and to forget what the system was set up to 
accomplish. The system becomes an end in itself 
rather than a means to an end. 


There are a number of other characteristics of this older 
pattern of management and organization which can be described. 
For example, the heavy emphasis on standardization, the notion 
of narrow span of control, the utilization of human relations 
findings primarily in a manipulative sense, the primacy of the 
line organization and vertical authority, and so on. However, 
most of these additional characteristics can be deduced from the 
elements already described. 


THE NEW MODEL 


Another mode of management and organization has been 
emerging, as I have indicated, over the past decade. This pat- 
tern by no means completely supplants the older model but has 
somewhat different emphases. It is perhaps best represented 
by such organizations as Sears and the Kroger Company. The 
characteristics of this new pattern are as follows: 


1. Concern With External Ends 


If the older model is concerned with internal processes, 
the newer model concentrates far more on the problems 
of external adjustment. The business is viewed basic- 
ally as a problem of relationship among various claim- 
ant groups with varying interests which must be inte- 
grated and reintegrated in a dynamic, changing world. 
Attention is concentrated on this external reality. 


2. Subordination of System to Over-All Results 


The system of work is regarded simply as a means to 
an end and is not deified as it is in the older pattern. 
There is rather an experimental attitude toward admin- 
istrative and organizational practices. Thereisa 
willingness to accept diverse and often discordant modes 
of operation so long as results are achieved. The or- 
ganization is viewed as an ad hoc arrangement which can 
always be adjusted and changed if need be. There is 
nothing sacred about it; it is fluid and dynamic. 
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3. Decentralization 


The newer mode of management tends to be more decen- 
tralized with broader spans of control and fewer layers 
of supervision since a police force does not have to be 
maintained to insure that the system is being followed. 
More than this, there is the acceptance of the idea of 
decentralized decision-making. The conviction develops 
that those closest to the scene of action can make cer- 
tain kinds of decisions which are more appropriate and 
valid than higher levels of authority. 


4. Over-Lapping Job Duties and Responsibilities 


The newer model of organization is sloppy by older 
standards. There is frequently a considerable over- 
lapping of job responsibilities and less of a tendency for 
employees, particularly at executive levels, to stay put 
in the organization. There is a willingness and accept- 
ance of the idea of stepping across job lines to get the 
over-all task accomplished. 


5. Reliance on Men rather than Systems 


As General Wood has said, ''While systems are impor- 
tant, we must place our main reliance in men.'' The 
emphasis is on the whole man, his motivation, charac- 
ter, personality, general knowledge, and intelligence 
rather than on his special skills and technical know-how. 
It is assumed that most of the technical knowledge re- 
quired in a business organization can be readily learned 
by men of the ''right'' type. The notion of inter-change- 
able executives thus becomes a dominant precept. 


Again, a number of additional characteristics can be de- 
duced from the foregoing, but the major elements are 
clear and sufficient for our purposes. 


SHIFT FROM PRODUCTION-ORIENTED 
TO MARKET -ORIENTED MANAGEMENT 


It seems fairly obvious that what has been described here 
is not simply the difference between centralized and decentral- 
ized management. It is rather a difference between a production- 
oriented and market-oriented management. The dominant values 
in industry have sifted from those of the manufacturing executive 
to those of the marketing executive. It is the manufacturing ex- 
ecutive or the engineer, who is concerned with system, who model: 
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his organization after the machine, who gets excited about in-put, 
out-put, and feed back, who strives to eliminate human senti- 
ments and values from the work and market place, who strives 

to develop the one and only system, who places a premium on 
standardization, everything in its place, housekeeping, etc. It is 
the sales manager who looks out into the external world and views 
the changing, shifting needs of the market, the relativity of busi- 
ness Objectives, the need for flexibility, the importance of con- 
stant adjustment, etc. These shifts in organization patterns 
would appear to represent a shift in occupational dominance and 
a re-integration of industry in terms of marketing values. 


Obviously, the new, marketing, externally oriented em- 
phasis is not applied uniformly throughout industry. It is not by 
chance that the purest examples of the newer model are both 
merchandising organizations. However, bits and pieces of the 
externally directed theme are found everywhere--for example, 
the emphasis on general executive skills, the decentralization 
fad, the tremendous proliferation of staff functions and horizon- 
tal authority, the increasing emphasis on style, the shift from 
the engineer to the industrial designer, etc. 


I myself am rather pleased with the trend, if it continues, 
because of its greater emphasis on humanistic values and because 
an external orientation somehow seems healthier than internal, 
compulsive preoccupation. However, Sputnik I and II may shift 
the dominant values in industry to technical considerations. 
Furthermore, there are real dangers in the external orientation, 
as noted by Riesman and Whyte, particularly if it emerges as a 
highly relativistic, characterless feeding of the lowest needs and 
demands of a mass market, whether this is an employee market, 
investor market, or consumer market. I personally have more 
faith in humanity than this, having observed the gradual upgrad- 
ing of the tastes of Sears' customers from Bulgarian Modern to 
furniture with more aesthetic appeal. However, an external or- 
ientation, while it frees business from internal compulsions, 
places also a heavy burden of responsibility on management. A 
business will grow and survive in the long run only if it achieves 
the end of developing the character of the people it serves. This 
means that management itself must have character. As we move 
from inner-direction to external direction, we must acquire a 
better understanding of mental health, personal growth, intellec- 
tual, aesthetic, and spiritual needs and, in the final analysis, 
how to take mass consumption and change it to mass development. 


Retail Management: 
Problems and Techniques 


] 
D 
( 
I 


1 


Toward A Better Understanding of Store Site 
Evaluation and Rental 


WILLIAM APPLEBAUM* 
HARVARD UNIVERSITY, 
GRADUATE SCHOOL OF BUSINESS ADMINSTRATION 


Modern mass retailing requires a large capital investment 
for store facilities whether these be in shopping centers or solo 
locations. It also requires the retailer, whether he is owmer or 
tenant, to commit himself to a location for a relatively long 
period. For these reasons he cannot afford to make any seri- 
ous mistakes in selecting and evaluating a store site. Furth 


more, he must be circumspect in negotiating store leases 


e 


The purpose of this brief presentation is to outline: 
1. Major considerations in evaluating a store site. 


2. Factors which determine store rental. 


The need for analyzing more methodically and 
scientifically proposed store locations. 


STORE SITE EVALUATION: SALES AND PROFIT POTENTIALS 


Our interest in evaluating a site for a store is to determine 


sales and profit potentials. Profit is tied to sales. Therefore, 
a site evaluation begins with an estimate of sales that can rea- 
sonably be expected with suitable store facilities. Several mar- 


ket factors are taken into consideration in this evaluati 


Ve 


accessibility, population, competition, and economic stability 


«William Applebaum is Visiting Consultant on Food Dis 
tribution at the Harvard Business School. A Director of Stop 
& Shop, Inc. Boston, he was formerly Assistant General 
, 


Manager of that organization. He is a member of the Board ot 
Directors of the American Marketing Association and ot its 
Publications Policy Board. A graduate of the University o 
Minnesota, he did postgraduate work in urban geography at the 
University of Cincinnati He is the author of numerous art 
cles on marketing research and supermarket problems 
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Accessibility 


A site has good accessibility when it can be easily reached 
by customers and employees. ''Easily reached'' is a descriptive 
and relative term. Usually evaluations of accessibility are 
satisfactory. 


The factor of population is paramount. In evaluating this 
factor, consideration is given to number, composition, density, 
growth, income, expenditures and buying habits. These popula- 
tion characteristics, determined on the basis of census and sur- 
vey data, are translated into total market potential. High com- 
petency in evaluating the factor of population requires a back- 
ground in marketing geography and statistics plus store location 
research experience. 


Competition 


Competition is the aggregate of all retailing facilities 
which together share the total market potential. Thus, the com- 
petition of a retail enterprise comprises all retailing facilities 
which sell the same types of products. Any attempt to quantify 
competition requires extensive field surveys. At best, the re- 
sults of such an effort are only a serviceable approximation. 


Economic Stability 


Economic stability of an area can be evaluated, but the 
evaluation cannot be a certain prediction. If we were selecting a 
single store site on a small island of a few square miles, we 
might expect the entire island to be the trading area. When we 
look for a store site ina metropolitan community, the tributary 
area cannot be bounded with sharp precision. Consequently an 
evaluation of market potential and competition requires special 
methods and skills as well as experienced judgment to minimize 
the margin of error. 


Estimated Sales 


In calculating the sales of a store at a given site, we rec- 
ognize that the site itself is a factor in determining the store's 
trading area. But the personality of the store--its physical fa- 
cilities, merchandising and promotional skill--affects the size 
of the trading area as well as the potential business obtained 
from the trading area. 


If the site is to be occupied by only one store, then that 
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solo store must exert all the pulling power to draw customers. 
Should the site be occupied by a combination of stores forming a 
shopping center, then the combined drawing power of all stores 
will determine the trading area and the volume of customer traf- 
fic and business. While the limits of the trading area of a shop- 
ping center are delineated by the drawing power of its most 
powerful store, every store in the shopping center will draw 
some business from all parts of the trading area, the intensity of 
draw for each store diminishing at a different rate with increas- 
ing distance. This will be reflected in variations in the share of 
market potential achieved. A site, therefore, has a different 
value for each store. The site also has different values for any 
one store, depending on whether the store is a solo or in com- 
bination with other stores. 


Operating Expenses 


Several operating considerations also affect store site 
evaluation because they affect profit potential. Labor expense is 
by far the largest single operating expense. Hence, there is 
always the consideration of available labor supply, pay rates, 
and union conditions. A company operating a chain of stores 
must also consider the distance of the site from the warehouse 
and headquarters for servicing and supervision. It must take 
into account total or incremental advertising expense that will be 
required. In some instances special fees and taxation, particu- 
larly personal property tax, may be a significant operating ex- 
pense. Regulations affecting store business hours can enhance 
or diminish the value of a site. 


Return on Investment 


The profit potential of a store site must be related to re- 
turn on capital investment. This investment comprises equity 
in land and building, if any, in store equipment and merchandise, 
plus any back-up merchandise and facilities that may be needed 
to service the store. 


Return on investment involves short- and long-range con- 
siderations, and a choice of methods for calculating return usual- 
ly figured on a pre-tax basis. To pioneer too soon or too large 
ina newly developing area may not be a wise investment. Ifa 
store at a given site is not likely to achieve its full sales and 
profit potentials until several years after opening, perhaps 
inother location should be found where a satisfactory return on 
investment can be achieved sooner. In the latter case the earn- 
ings, as they become available, can be promptly reinvested 
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From the hurried presentation which I have just made, it 
follows that a store site evaluation is really not complete without 
a detailed analysis covering estimated sales, operating expense, 
profits from sales, capital investment requirements, and return 
On investment. 


FACTORS WHICH DETERMINE RENTAL 


Next, let us attempt to sketch the factors which determine 
a store's real estate costs regardless of whether it is owned or 
rented. These factors include land and building cost; debt serv- 


ice charges; operating costs such as real estate taxes, insurance, 


repair and maintenance; and, last but not least, negotiation. 
Land and Building Cost 


Land cost is derived from several considerations. First, 
there is the physical character of the land--flat versus rolling, 
good bottom versus ledge or swamp. Next is accessibility and 
utilities. Acreage without access roads and without public utili- 
ties is raw land. Expenditures to prepare land to put a building 
on it are an added cost to the project. Therefore, the less im- 
provement required, the greater is the value of the undeveloped 
land. 


The physical character of the land and zoning regulations 
may require special architectural treatment of the building. In 
so far as this adds to building cost, the value of the land is ad- 
versely affected. An exhorbitant real estate tax on the land, 
while constituting an operating expense, diminishes the relative 
value of the land. 


Every piece of land is unique in its geographic location and 
its physical characteristics. Therefore, there is always the 
problem of arriving at its value for a specific purpose. A real 
estate developer or a retailer may know from past experience or 
from rule of thumb how much he can afford to pay for a given 
piece of land in relation to a projected use. On the other hand, 


he may arrive at how much he can afford to pay for the land after 


calculating all other factors involved in the project. 


The building cost is a matter of providing the tenant's 
specified requirements and meeting the local building code. If 
the tenant wants air conditioning, magic carpet doors, and ter- 
razzo floors, he has to pay for these. The landlord usually se- 
cures several competitive bids from contractors to obtain the 
most favorable building cost. 
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Debt Service Charges 


The debt service charge is a combination of the interest 
rate and the mortgage amortization period. The landlord's and 
tenant's credit positions affect the interest rate, the length of 
the loan period, and frequently also the size of the loan that can 
be obtained. 


Operating Costs 


Current operating costs--including real estate taxes, in- 
surance, repair and maintenance, heat and air conditioning, 
snow removal, etc. --are part of occupancy cost paid for by the 
tenant. Ina gross rent lease, the landlord estimates these cur- 
rent operating costs and incorporates them into the rental. Ina 
net rent lease, the tenant pays the actual current operating ex- 
penses as they occur. Some landlords insist on rental adjust- 
ments for changes in real estate taxes even in the case ofa 
gross rent lease. 


Negotiation 


While land, building, financing, and operating costs are 
the ingredients composing rental, the specific rental and lease 
terms of a store location are shaped by negotiation. Negotiation 
involves physical facilities and services to be provided, gross 
versus net lease, flat versus percentage rental, length of lease, 
renewal options, cancellation and assignment privileges, re- 
strictions, and exclusiveness. 


In negotiation there is a very important element which we 
might call ''power of negotiation. '' The tenant's power position 
derives from the stature of the company and of the negotiator 
himself. The company's stature is a composite of such attri- 
butes as size, profit record, progressiveness, type of stores, 
merchandising skill, and goodwill in the community. Lack of 
sufficient stature may preclude even an invitation to negotiate 
for a store location in a shopping center development. The 
negotiator's stature is a composite of his position in the com- 
pany and authority in negotiating; his prestige and contacts out- 
side the company; his knowledge of the market, costs, regula- 
tions, real estate activities; and his negotiating tact and 
resourcefulness. 


The landlord's power position derives from the scope of 
his real estate and other business activities; from his financial 
position and goodwill in the community; from his knowledge of 
the tenant's needs; and from his skill in negotiating. 
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The power of negotiation is affected by the amount and type 
of competition for a store location. So long as such competition 
is ''rational'' and is tempered by the economics involved, the 
power of negotiation is ''balanced.'' If the situation reaches a 
stage of auction bidding, the landlord is likely to add at leasta 
touch of draft under the fire. In an auction bidding situation, 
"'emotional'' competition may precipitate a price war in reverse. 
Some companies, however, are determined to negotiate only on 
a rational economic basis. 


Usually there is some give and take in negotiation. Con- 
cessions are made by both sides. The nature of these conces- 
sions are of two kinds: (a) matters of adaptation or convenience, 
and (b) true economic concessions. 


In the first instance, the concessions involve, '"'I'll do this, 
you do this,'' or ''Get more, pay more; take less, pay less.'"' 
Thus, the landlord and tenant may negotiate as to which of them 
will install such items as electric fixtures, air conditioning 
equipment, or floor covering. Or, they may negotiate regarding 
the store size, basement, or parking area. Here the landlord, 
because of other objectives, may want the tenant to take either 
more or less than the latter's specifications call for. Likewise, 
the tenant may seek to persuade a reluctant landlord to give him 
a more strategic position within a shopping center. The list of 
such matters of adaptation or convenience which enter into 
negotiation is very long. 


In the second instance, one party agrees to make an eco- 
nomic sacrifice in favor of the other party. This results either 
in a lower rental for the tenant or in a higher return for the land- 
lord. For the most part, true economic concessions made by 
either party are likely to be of minor magnitude. 


There are some areas of negotiation which involve both 
types of concessions. Thus, the tenant may secure a shorter 
lease term at a somewhat higher rental in recognition of the ac- 
celerated amortization involved in discharging a loan overa 
shorter period. The landlord is bound to a renewal option but 
the tenant is not. Nonetheless, the tenant seeks favorable re- 
newal terms on the landlord's amortized property. In granting 
assignment or cancellation privileges to a tenant, the landlord 
assumes a hazard if the location should deteriorate too fast. 


The advantages gained from concessions are either short- 
or long-range. They are anticipated (or hoped-for) or precau- 
tionary. A landlord in a weak financial position may seeka 
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short-range advantage from prepayment of the first year's rent. 
On the other hand, a tenant may anticipate to benefit long-range 
from very favorable renewal options. 


Let us touch on the differences in negotiating for a solo 
and for a shopping center location. In the case of a solo loca- 
tion, the one tenant has to bear the burden of the entire invest- 
ment of land, building, and financing charges plus real estate 
taxes, insurance and maintenance. In the case of a shopping 
center, the developer considers the cost of putting ''the real es- 
tate package'' together. He negotiates with each tenant separ- 
ately for different terms. He aims at coming out whole on the 
investment and generally hopes to get his maximum profit from 
the income on the sales exceeding the minimum rentals. The 
various tenants wind up with different deals on length of lease 
and renewal options, on base rent paid per square foot of build- 
ing space, and on percentage rent to sales. The range of per- 
centage rent to sales is from about 1% for supermarkets to about 
10% for jewelry stores selling inexpensive jewelry. Service 
charges are prorated on the basis of sales, store area, or store 
frontage. Tenants which contribute the greatest drawing power 
to the shopping center receive the most favorable lease terms. 
Sometimes they secure a rental ona "loss leader basis''--less 
than the landlord's cost of the space involved. Generally, the 
landlord imposes some restrictions as to the lines of merchan- 
dise which a tenant may sell. Tenants seeking exclusiveness, 
that is the barring of competitors with the same types of mer- 
chandise, must pay for this consideration. In evaluating the 
aggregate of his negotiations, the landlord considers what he 
will get from the deal for his equity, effort, and the risk involved. 
He tries to determine how much he is going to get back each year 
after his tax deductions, and he generally employs a skillful tax 
accountant to guide him. 


In these negotiations, it is neither all science nor econom- 
ics. There is much horse trading. Where the developer is both 
landlord and major tenant (the department store or supermarket 
of the shopping center) and he is ina strong financial position 
and experienced, he negotiates from great strength and makes 
very few economic concessions. If the developer is only a land- 
lord and is financially weak and inexperienced, then, unless he 
has a ''monopoly"' site, he is in a poor position in negotiating 
with major tenants. He may be forced, for lack of adequate fi- 
nancing, to abandon his project. 


Frequently a retailer chooses to be his own landlord. In 
making such a decision, he considers the advantages and 


118 THE FRONTIERS OF MARKETING THOUGHT AND SCIENCE 


disadvantages of owning the real estate versus investing the cap- 
ital in expansion of sales outlets. If he cannot get a landlord to 
build a store for him, he may have to become his own landlord or 
pass up a desirable iocation. After the store is built, he may 
decide to sell the property on a leaseback basis. As his own 
landlord, he has greater flexibility than as tenant in making 
structural changes and in financing them, in acquiring additional 
parking facilities, and in terminating his occupancy. When the 
building is amortized, he owns a debt-free property which may 
still have a substantial market value. 


In recent years some supermarket and department store 
operators have been very active in expanding their real estate as 
well as retailing enterprises. They have organized separate 
companies which are developing retail business properties, in- 
cluding some of the largest regional shopping centers in the 
United States and Canada. In so doing, they are both landlord 
and tenant. Perhaps there are already a few situations where 
the real estate tail wags the retailing dog. 


THE NEED FOR MORE STORE LOCATION SCIENCE 


Both tenant and landlord spend much time in negotiating a 
store lease. This they do to work out satisfactory terms. In so 
far as either the one or the other may gain some concessions 
from this expenditure of effort, these concessions are small in 
relation to the total lease commitment. For example, in the 
case of a modern supermarket, a 20-year lease may involve a 
commitment of $500,000. Certainly the tenant has much at stake. 
This, it would seem, justifies substantial location research in 
advance of lease commitment. 


On the whole, retailers and shopping center developers 
have fared very well in the post-war years in their store site 
selection and evaluation, with or without genuine store location 
research. But there has also been a measure of economic waste. 
Thousands of individual stores and many shopping centers have 
failed to achieve fully the anticipated sales and profit. Better 
store site evaluation and store grouping in shopping centers could 
have minimized this economic waste and the emotional toll of 
business disappointment. 


It should be emphasized that store site evaluation or store 
location research is still more art than science. Researchers in 
this field definitely employ scientific methods in so far as pos- 
sible, but the raw statistical and other data with which they have 
to work are not always adequate, largely due to incompleteness. 
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Furthermore, they lack sufficient practical standards for com- 
parative evaluation. 


Unfortunately there is no short cut to science. What is 
needed first is more store location facts about existing retail 
establishments. Some information is now available; but not 
enough, partly because of disinclination to release such infor- 
mation, partly because of inertia in preparing the data for pub- 
lication, and mostly because store location research is a new- 
comer. What is especially needed is information on shopping 
center and individual store trading areas, on drawing power, on 
customer shopping habits, and on share of the market realized 
in relation to potential. An effort should be made to secure such 
existing information from shopping center developers and retail- 
ers. When secured, the information will require evaluation and 
integration for intelligent use. This, in turn, will supply ma- 
terial for broader concepts and theoretical formulations without 
which there is little science. 


Our business schools, particularly at the graduate level, 
can make an important contribution in this area of knowledge. 
Here are opportunities for research projects, for new teaching 
material, and for professional service to business. Perhaps, 
in time, two or three universities may become centers for store 
location study and research. 


I cherish the hope that this presentation will stimulate the 
kind of interest which produces constructive results. 
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Merchandise Management Accounting: 
A New Direction for Retailing 


HARVEY E. KAPNICK, JR. * 
ARTHUR ANDERSEN & CO. 


It is a great pleasure for me to discuss the subject of mer- 
chandise management accounting and how it provides a new di- 
rection for retailers. The philosophy of merchandise manage- 
ment accounting is primarily concerned with the typ- of financial 
information that is available to retailers in making their basic 
merchandising decisions, rather than with the normal accounting 
functions of record keeping and historical analysis. With this 
new philosophy we bring into sharp focus all of the important fi- 
nancial facts that must be considered in making a merchandising 
decision. Before discussing this new philosophy I would like to 
outline briefly how the financial facts now available do not pro- 
vide the retailer with a sound basis for evaluating the profit con- 
sequences of many of the basic merchandising decisions. 


There are many factors, such as the degree of market 
penetration, the planned inventory levels, the type of merchan- 
dise handled, and other broad merchandising policies, that will 
affect the over-all profit objective of a retailer and his return on 
the capital invested. The key decisions, however, in achieving 
the over-all profit objective are those which deal individually 
with the many thousands of items handled. The decisions on what 
to buy, how much merchandise to stock, which merchandise will 
be displayed or advertised, how an item will be sold, all must be 
made after evaluating the alternatives in terms of the individual 
items, and an important factor in this evaluation is the profit 
consequence of each decision. In evaluating the profit conse - 
quence of these decisions, the costs to be incurred in handling 
each item and the desired return on the retailer's investment must 


*Harvey E. Kapnick, Jr. is a partner in the firm of Arthur 


Andersen & Co. , accountants and auditors. He has been with 
this organization for ten years in the Merchandising Industry 
Division of their Chicago, DTllinois, office. He obtained a Bach- 
elor of Science degree in accounting from Cleary College in 
Ypsilanti, Michigan, in 1947 and then attended the graduate 
school at the University of Michigan. He is a CPA and holds 
memberships in the American Institute of Accountants and the 
llinois Society of Certified Public Accountants. 
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be taken into account. This is probably rather basic economics -- 
but before the introduction of merchandise management account- 
ing, the basic consideration in determining the profitability of an 
item was its percentage of initial markup and its relationship to 
the composite experience for the department or merchandise 
classification. 


It is interesting to note that, from an economic viewpoint, 
a profit evaluation on the basis of initial markup assumes that all 
items handled within a department or merchandise classification 


incur the same costs--and that all costs have a direct percentage 
relationship to selling price. This, of course, is basically not 
true for several reasons. First, many costs are not influenced 


by the selling price of anitem. For example, I believe we all 
agree that the delivery cost in dollars and cents will probably b: 
the same for a $200 or $400 refrigerator; a $18. 98 or $39. 98 
dress. The second reason that different items incur different 
costs is that the physical characteristics of the merchandise 01 
the method in which it is handled can influence the amount of 
costs incurred. For example, a table lamp may incur twice the 
amount of delivery cost if the shade is packed in a separate box. 
The third reason that different items incur different amounts of 
cost is that the merchandising policies and practices of the sup- 
plier can be an important factor in the amount of distribution 
cost that will be incurred by the retailer. One of the important 
areas in this regard is the quality of the supplier's product--this 
may influence the amount of repair and merchandising adjustment 
cost as well as the cost of merchandise returns. Today the sup- 
plier also influences the amount of costs that a retailer must in- 
cur by his policies with regard to freight terms, advertising al- 
lowances, prepackaging and premarking of items, cash and trade 
discounts, dating of invoices, acceptance of returns, and direct 
shipments to the retailers' customers. 


I think that by a common sense analysis you will readily 
recognize that there are important differences in the costs in- 
curred for specific items within a merchandise classification or 
department. I believe that, because this fact was not recognized 
by the retailing industry, it has been one of the important eco- 
nomic reasons for many of the changes in our pattern of distri- 
bution. For example, with our free enterprise system it was 
only natural for the aggressive merchant to realize that the so- 
called standard percentage markup for certain items was more 
than adequate to cover the necessary distribution costs in addi- 
tion to providing a fair return onthe amount invested. It was 
only natural for him to start reducing prices because he realized 
that even at the reduced prices he could earn a fair return. He 
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also recognized that if by reducing his prices he could increase 
his turnover he could further increase his return on investment. 
Another important economic result that is inherent in evaluating 
profitability on the basis of initial markup is that many marginal 
lines or items may not be absorbing their full costs of distribu- 
tion. There may be valid merchandising reasons for continued 
carrying of marginal items, especially if they penetrate new 
markets, or represent so-called loss leaders. The determina- 
tion to carry marginal item, however, can only be made after 
the true economic handling costs for the item are known. 


Now let us see how merchandise management.accounting 
provides the retailer with the financial facts for evaluating the 
profit consequences of merchandising decisions. To accomplish 
this we must provide the merchant with cost and profit informa- 
tion for individual items (expressed in dollars rather than per 
cents) and with the profit data related to the ultimate return on 
investment. This information will place the retailer in a position 
to evaluate the true profit consequences of his merchandising de- 
cisions not only on a sound business basis but also on a sound 
economic basis. 


COST AND PROFIT INFORMATION FOR INDIVIDUAL ITEMS 


It seems that cost and profit information must be provided 
in terms of individual items since the merchant must make his 
merchandising decisions on this basis. His decisions on the 
merchandise to buy, how much to buy, the selling price of the 
item, how and to what extent the item is to be advertised, all 
must be evaluated in terms of the individual item's profitability. 
In developing this information, a sharp distinction must be made 
between the variable costs, or those costs which will be incurred 
because a specific item is sold, and the fixed costs, which are 
the costs that we incur irrespective of whether we sella specific 
item. By making this distinction, item profitability may be 
measured at its most meaningful level which is the controllable 
profit level. At this level all variable costs or those costs in- 
curred because an item is sold would be taken into account. Let 
us review for a moment what some of the variable and fixed costs 
might be in a major appliance department. In one study that we 
made, we found that markdowns, selling costs, receiving and 
marking, delivery, inventory shortage, advertising, carrying 
charge income, credit department expense, imputed interest on 
our investment, and warehousing were variable expenses. All 
other costs principally the buying expense, occupancy and ad- 
ministrative expenses, were determined to be fixed costs. The 
decision on whether or not an expense is fixed must, of course, 
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be made at the anticipated level of sales since we recognize that 
when major changes in sales plateaus occur certain fixed ex- 
penses will increase or decrease. However, once these new ex- 
penses are a part of the operating costs, they will not fluctuate 
on the basis of specific transactions. After classifying all ex- 
penses as variable and fixed, let us see how a major appliance 
departmental income and expense statement might look. In this 
example you can see that, although the department had a net loss 


Major Appliance Dept. 


Statement of Income and Expense 
AMOUNT 
Net Sales $2,000,000 
Initial Markon $ 544,000 
Variable Expenses 
Markdowns 59,400 
Selling 124,000 
Receiving and Marking 14,000 
Delivery 46,000 
Installation and Warranty 80,000 
Inventory Shortage 4,600 
Advertising 50,000 
Carrying Charge Income (50,000) 
Credit Department Expenses 40,000 
Imputed Interest 10,000 
Warehousing 40,000 
__ $418,000 
Controllable Profit _ $126,000 
Fixed Expenses 
Buying 70,000 
Occupancy 40,000 
Administrative __ 66,000 
$176,000 
Net Loss Before Income Taxes ($ 50,000) 


before income taxes of $50,000, ithadac 


ontrollable profit of 


$126,000. This is the important level for decision making since 
additional sales at a loss at this level can do nothing but reduce 
the over-all profits of the company, whereas additional sales 
which would result in a profit at this level can improve the over- 
all company results. For example, if we assume that additional 
sales of $200,000 could be made and that such sales would result 
in a controllable loss of $11,300, this would reduce our control- 
lable profit to $114,700 and increase our net loss. On the other 
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hand, if these additional sales would produce a $28,600 profit we 
would increase our controllable profit to $154,600 and thus re- 
duce our net loss from $50,000 to $21,400. Iam sure that you 
will agree that if we can provide cost and profit information at 
this, the controllable level, on an individual item basis, we will 
have a real merchandising tool. 


We have found that, by the application of cost accounting 
techniques which have been used for many years in other indus - 
tries, unit costs can be determined. Studies have now been made 
in several departments ranging from fashions to hard lines and, 
based on our experience with such studies, there is no question 
that such techniques can be applied in merchandising companies. 
By applying these cost accounting techniques in a major appli- 
ance department we found that because of various methods of 
handling, the physical characteristics, such as size, weight, 
etc. , and various store policies and practices, several unit 
costs had to be recognized for each type of expense. You will 


Major Appliance Dept. 
VARIABLE COST CENTERS—UNIT COMPUTATIONS 


Receiving $ 37 $ 50 $ 65 $ .78 $ 92 
Warehousing $ 75 $1.19 $1.45 $1.80 $2.25 
Selling 6.0% 
Advertising 2.5% 


Carrying Charges (1.05%) (1.95%) (2.75%) (3.77%) (4.90%) (8.25%) 
Credit Expense $1.35 $1.60 $2.00 $2.40 $2.90 $4.25 
Delivery $1.40 $2.20 $2.95 $3.63 $440 $5.10 
Installation $3.50 $5.10 $5.50 $640 $7.25 * 
Warranty $ .75 $1.20 $1.82 $2.10 $2.95 $5.25 
Markdowns 3.50% 400% 4.50% 10.00% 

Other Costs T0% 90% 1.17% 


*(CUSTOMER PAYS 


notice that we have expressed the unit costs either as a dollar 
amount (in cases where cost is not affected by sales prices) or 
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as a per cent of selling price (in cases where cost is affected by 
sales prices). Therefore, differences in selling prices or mark- 
up per cents will not affect the application of the cost factor on 
this basis. I might point out at this time that, in order for this 
type of cost information to be of use to the merchandising organ- 
ization, it must be prepared on the basis of the anticipated 

future experience for such costs since the information will be 
used for making decisions that will affect future profits. There- 
fore, historical costs must be adjusted to reflect changes in 
salary structure, methods of handling, etc., that will apply in 
the future. 


To use this cost information, we now recognize a new 
principle which is that the common denominator of all merchan- 
dise is a cost pattern. In other words, all merchandise which 
passes through the store will incur certain costs which can be 
expressed without regard to selling price or markup per cent. 
Let us take Item 1, for example, in the major appliance depart- 
ment illustrated above. Upon analysis we found that this item 
incurred a receiving cost of 65 cents, warehousing cost of $1. 45, 
selling cost of 6%, advertising cost of 2 1/2% and other specific 
costs for each expense item. After analyzing each item of mer- 
chandise within a major appliance department, we found that 


Major Appliance Dept. 
VARIABLE COST CENTERS—UNIT COMPUTATIONS 


Receiving $ 37 $ 50 |$ 65| $ .78 $ .92 
Warehousing $ 75 $1.19 |$1.45| $1.80 $2.25 

Selling | 6.0% 

Advertising | 

Carrying Charges (1.05%) (1.95 %)|(2.75%)|(3.77°%) (4.90%) (8.25%) 
Credit Expense $1.35 ra $2.00 | $2.40 $2.90 $4.25 
Delivery $1.40 $2.20 $2.95 | $3.63 | $4.40 $5.10 
Installation $3.50 | $5.10 $5.50 $640 $7.25 * 
Warranty $ .75 $1.20 $1.82] $2.10 | $295 $5.25 
Markdowns 3.50% | 4.00%} 4.50% 10.00% 


Other Costs 70% 


*(CUSTOMER PAYS 


90% 
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there were only twelve different cost patterns. In other depart- 
ments more or less patterns might be necessary but in all 
studies to date a small number of patterns have been found in 
relation to the number of items handled. This is of tremendous 
significance since on this basis cost and profit information can 
be made available for all the items within a department with rel- 
atively few tables or charts. Let us see how we can now com- 
pute a controllable profit on a work sheet basis for an item sell- 
ing at $200 and 30% markup which would incur the cost shown 
above. Here we must distinguish between those costs which are 


EXPRESSED AS A % EXPRESSED AS 
PATTERN 1 OF SALES PRICE FLAT DOLLAR COST 


$ .65 
1.45 


SELLING PRICE $200.00 
MARKUP PERCENT 30% 


30% x $200.00 = $ 60.00 $35.17 


CONTROLLABLE PROFIT = *24.83 


% OF SALES PRICE = 12.41% 


expressed as a flat dollar cost and, therefore, will not vary with 
the selling price and those costs which are expressed as a per 
cent of selling price and, therefore, will be influenced by the 
selling price. Such costs for this item are $13. 33 for dollar 
cost and 10. 92% for the costs expressed on a percentage of sell- 
ing price. With this information we can readily determine that 
our controllable profit would be $24. 83. It is not necessary, 
however, to work out each individual item. Controllable profit 


$1.45 
6.0% 6.0% 
2.5% 2.5% 
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information can be included on unit control records or in stock 
numbers for ready reference by the retailer. Charts or tables 
can be prepared in various forms for buyers' guides in evaluating 
new items, price changes, etc., which will give the controllable 
profit for a wide range of selling prices at various markup per 
cents. These guides must be tailored to the individual store 
needs. In certain cases it will be necessary to prepare tables 
based on alternative methods of handling, different geographical 
locations or to recognize other basic considerations in a store's 
operation. Below is an illustration of one such table. 


TABLE OF CONTROLLABLE PROFITS 
PATTERN 3 — TABLE LAMPS 


40% 


— 


MERCHANDISING DECISIONS 


Equipped with a buyers' guide the buyer can now consider 
the profit consequences in making his merchandising decisions. 
This information will never replace the merchandising judgment 
that is necessary for any successful retailer but will allow him 
to evaluate the financial impact of his decisions before they 
occur. Consider for a moment the thought process necessary to 
determine which items should be advertised in a promotion. In 
the buyer's decision he must consider which items he might pro- 
mote and how much he might sell of each item. With the buyers' 
guide he could readily determine the controllable profit potential 
of each alternative. For example, if he decides that he has five 
alternatives he could summarize the profit consequences quickly 
in a manner similar to that below: 


| | | | | | | | 
BERNE 
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PLANNING PROMOTIONS | 
WHAT TO ADVERTISE 


ITEM CONTROLLABLE 
SELLING EXPECTED SALES GROSS PROFIT PROFIT __ 
PRICE UNITS DOLLARS PER CENTDOLLARS PER ITEM TOTAL 


$ 2.98 1000 $3000 35% $1,050 $(.25) } $(250) 


4.98 750 3750 35 1,315 .30 225 


6.98 600 4200 35 1,470 65 390 
10.98 200 2200 35 770 470 


20.00 2000 35 700 . 420 


In this instance you will note that the $10. 98 item had the 
most controllable profit potential even though the $6. 98 item 
would have contributed the most gross profit. Now the buyer 
might decide that the $6. 98 item should be advertised because it 
will draw more people into the store or for various other mer- 
chandising reasons, but the important point would be that he is 


making his decision for merchandising reasons with the full p 
knowledge of its profit impact. It should be noted that if the 
$6. 98 item were a loss item the buyer might place a different t: 


value on these merchandising reasons or might try to find other 
desirable alternatives. 


Consider also the important decision on the price that will 
be charged for a given item. With the information available 
from his buyers' guide the buyer can readily determine the pro- 
fit consequences of various selling prices. Assume that a buyer 
is considering an item costing $3.00 on which he has price flex- 
ibility. After he estimates the amount of sales that could be 
made at various prices he can determine that a selling price of 
$5. 98 would produce the most controllable profit dollars. Very 
quickly he could also determine that to obtain the same control- 
lable profit dollars at the $4. 98 price he would have to sell 3, 100 
items instead of the estimated 1,800 items; or at $6. 98, 980 
items instead of the estimated 900 items. 
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L EVALUATION OF SELLING PRICE 


CONTROLLABLE 
EXPECTED GROSS PROFIT PROFIT 


SELLING UNIT PER 
PRICE SALES DOLLARS % DOLLARS _ UNIT 


500 


ALTERNATIVES— 
$3.00 | $4.98 | 3,100 $6,138 40% $2,355 $ .76 


3.00 


6.98 


980 


One of the other important uses of this data is in profit 
planning. Today the merchandise plans are prepared with little 
knowledge of the impact that such plans will have on the opera- 
ting expenses and final profit results. With item cost and profit 


MERCHANDISE PLAN WORKSHEET TO py 19% 


cost 
$3.00 | $3.98 | 2,000 $1,960 25% $ (220) $ (.11) 
3.00 | 4.98 | 1,800 | 3,564 40 1,368 7% 

| 
3.00 | 5.98 | 1,500 4,470 50 2,355 1.57 
3.00 6.98 900 3,582 57 2,160 2.40 
3.00 7.98 _ 2,490 62 1,585 3.17 
= = 3,900 | 57 2,355 2.40 
(able 00 | | 2 300 | 
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information available merchandise plans can be prepared and 
evaluated in terms of controllable profit. This is the meaningful 
level for evaluating such plans since at this level proper recog- 
nition has been given to the expenses to be incurred in handling 
the planned sales. Since this evaluation can be made at the plan- 
ning stage of decision-making, the retailer can critically review 
those items that are contributing an unsatisfactory profit or pro- 
ducing a loss. In reexamining these items, he would want to re- 
view his costs and handling methods for the specific items as 
well as the physical characteristics of the product, for possible 
changes which would eliminate the excessive costs. After re- 
examining these items on this basis, the retailer is then in a po- 
sition to negotiate with the supplier for various benefits to offset 
abnormal distribution costs. Such benefits might include freight 
allowances, advertising allowances, or if markdowns are high, 
the right to return unsold merchandise, prepacking to eliminate 
damage, direct delivery to the retailer's customers or cash and 
trade discounts. All these are direct substitutes for markup and 
will produce additional controllable profit. 


These examples illustrate only a few ways in which cost 
and profit information for individual items can be useful to 
retailers. 


RETURN ON INVESTMENT 


Now let us see how controllable profit can be translated in- 
to the basic economic measurement of profits; return on invest- 
ment. The concept of return on investment has long had wide 
acceptance by business and financial leaders as probably the 
most reliable common denominator for business performance. 

A retailer's profits expressed on this basis are compared with 
the profits earned by other companies both within the retailing 
industry and in other industries, and since the retailers must 
compete with other industries for the investor's dollar, his abil- 
ity to earn a fair return on the amounts invested is of primary 
importance. In my introductory remarks, I stated that the key 
decisions in achieving the over-all profit objectives and a fair 
return on the amount invested must necessarily deal with the in- 
dividual item. Therefore, so that these key decisions can be 
evaluated on the same economic basis that will be used to evalu- 
ate a retailers over-all profit performance, let us now consider 
how return on investment can be computed at the item level. 


Return on investment is the function of two factors --the 
profit factor and the investment factor. Since controllable profit 
is the meaningful level for decision-making at the item level, we 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
€ 
| 


RETAIL MANAGEMENT: PROBLEMS AND TECHNIQUES 131 


can by the introduction of turnover or the frequency that an item 
will be sold, provide a sound basis for relating the item profit to 
the required investment. 


To illustrate this concept, let us take certain table lamps 
that have a turnover of four, or in other words, an investment in 
one lamp will produce four sales. With the controllable profit 
information from a buyer's guide, we might find that these lamps 
which would retail for $40 would each earn $6.60 controllable 
profit and cost $22. Since this investment of $22 in one lamp 
will produce four sales, it will contribute $26. 40 in controllable 
profit, which when related to the investment factor of inventory 
can be expressed as 120% return on investment. Let us assume 
for a moment that the return on investment of 120% is satisfac - 
tory and the buyer wants to know at what price he can sell this 


r 


RETURN ON INVESTMENT 


TURNOVER OF § 


CON TROLL 
ABLE 


PROFIT 


$6.60 


CONTROLLABLE 
PROFIT 


$3.30 


3.30 


$160 |$26.40 


RETURN OW INVESTMENT 20 % 


36.33 


COST $22 
RETAIL 40 


36.33 


36.33 


36.33 


$290.64 


RETURN ON INVESTMENT 


lamp if eight lamps are sold for each one in inventory and still 
earn 120% on his investment. This can be computed as $36. 33 
and it is important to note that a greater return on inventory in- 
vestment can be achieved at any price in excess of $36. 33 with 
an eight turnover than at $40 with a four turnover. 
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Up until this point, we have considered only the inventory 
as Our investment factor. The store, however, must also have 
other investments such as receivables, fixtures, building, etc., 
to sell their merchandise. Since inventory investment is the 
focal point of decision-making at the item level, these other in- 
vestments can be applied on a weighting basis to the inventory 
investment. This may be done ona very refined basis by deter- 
mining the departmental requirements for such other assets or 
where such degree of refinement is not desired, the total store 
requirements for these other assets can be used. To determine 
the significance of the other assets that are required, we have 
studied a number of stores and found that an investment of about 
$1. 30 was required in these other asséts for each $1. 00 of in- 
ventory. With this information, we can quickly translate the 
120% return on inventory investment to a return on the total in- 
vestment required to merchandise the lamps previously discuss- 
ed or in this instance, a return of 52. 2%. 


DETAIL COMPUTATION OF RETURN ON TOTAL INVESTMENT 


Inventory investment for one table lamp 


Investment in other assets of $1.30 per 
$1.00 of inventory 


INVESTMENT 


Total investment 


lf four table lamps can be sold for every item in inventory 
(a 4 time turn) this investment will contribute: 


Sales of four lamps at $40.00 each $160.00 


Controllable profit on four lamps 
at $6.60 each 


SALES AND 
PROFIT POTENTIALS 


Return on total investment 


$22.00 
| 
$50.60 
52.2% | 
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To accomplish the end result of translating the controllable 
profit to a return on the total store investment, a simple conver- 
sion table is all that is required. The controllable profit earned 
on the $40 table lamps with a 45% markup can readily be deter- 
mined to be $6.60, or 30% of cost from the buyers guide previ- 
ously discussed. Now by referring to a conversion table, the 
buyer can readily translate this information into its equivalent 
return of 52.2% on the company's total investment. 


CONVERSION TABLE OF CONTROLLABLE PROFIT TO RETURN ON TOTAL INVESTMENT 


EACH 1.0”, OF 
OST EQUALS 


Let me refer back now to my comments on how cost and 
profit information at the controllable profit level could be used 
in profit planning. At that time I stated that a critical review of 
the items with unsatisfactory profit potential could be made at 
the planning stage of decision-making and various factors con- 
sidered in an effort to improve their profit performance. Now 
with this cost and profit information expressed in terms of re- 
turn on total investment, the buyer can make this evaluation in 
terms of the final profit consequences. To guide the buyer in 
these decisions, the management must establish pars of per- 
formance so that the final profit objectives are known. Different 
pars may be required for each department or line of merchan- 
dise. The starting point for such pars must, of course, be the 
rate of return demanded by the company's stockholders and in- 
vestors in the equity securities of other retailing companies. 
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During 1956 these investors demanded an average of about 20% 
return before income taxes for a number of retailing companies 
studied. In establishing pars, this amount must be adjusted for 
a company's fixed expenses so that at the item level, the rate of 
return can be expressed at its most meaningful level which is 
controllable profit. 


In closing, let me emphasize that there are important dif- 
erences in the amount of costs incurred between items within a 
department or merchandise classification. Once informed that 
such differences exist, it becomes obvious to the retailer that an 
evaluation of an item's profitability on the basis of the per cent 
of initial markup is inadequate. With this knowledge, does pru- 
dent management require that the financial information necessary 
to evaluate the key merchandising decisions be provided ona 
reliable basis? If so, merchandise management accounting will 
accomplish this objective. 
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Store Hours In Retailing with Particular 
Emphasis on Night Openings 


LEONARD W. PRESTWICH* 
THE GEORGE WASHINGTON UNIVERSITY 


The subject of store hours is a significant area of manage- 
ment decision in the operation of a retail store. Store-hours 
decisions affecting sales, costs, and therefore profits, are of 
obvious interest to retail store management. In addition, the 
subject has received attention from other groups including the 
public, labor unions, legislative bodies, the motel industry, and 
intracity transportation companies. 


THE PROBLEM 


In this paper, the problem of store hours embraces night 
openings, Sunday openings, daytime schedules, days per week 
open for business, and total store hours per week. The purpose 
of the study upon which this paper is based was to investigate 
and analyze the various phases of the store-hours problem in 
relation to legal environment, customers, employees, and vari- 
ous areas Of retail store operation including advertising and sell- 
ing, merchandising, service, and personnel management. The 
specific objective of the analysis with regard to night openings 
was to determine: (1) if nighttime shoppers are significantly dif- 
ferent from daytime shoppers, (2) if so, the nature of that dif- 
ference, and (3) how a knowledge of such differences as may 
exist would aid the retailer in maximizing profits from night 
Openings. 


*Leonard W. Prestwich has been Associate Professor of 
Business Administration at George Washington University 
since September, 1957. He received his BS degree from 
Brigham Young University, his MS degree from New York 
University School of Retailing, and his PhD degree from The 
Ohio State University where he was a teaching assistant, 1951l- 
1953. This paper resulted from the research he did for his 
PhD dissertation. Previous teaching positions include Instruc- 
tor in Marketing at Brigham Young University, 1953-1956, and 
Associate Professor of Business Administration at Alabama 
Polytechnic Institute, 1956-1957. 
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THE METHOD 


The methods used in gathering data include a thorough 
study of available literature on the subject, consumer surveys, 
analysis of store records, and interviews with retail executives. 
The available literature, particularly that reporting on previous 
studies, was helpful in establishing the basic framework for the 
research. 


Two consumer surveys were conducted. In the first, a 
house-to-house, personal interview type, 1147 heads of house- 
holds in and around Salt Lake City, Utah, and 405 in and around 
Provo, Utah, were interviewed. The sample was obtained by 
taking single addresses at equal intervals throughout the address 
sections of the Salt Lake City and Provo City Directories, ex- 
cluding business addresses. This research was designed to re- 
veal shopping habits, opinions, and preferences relative to hours, 
and also to permit a comparison between daytime and nighttime 
shoppers. Daytime shoppers were identified as those who said 
they usually buy none of their nongrocery items in the evening 
(after 6 P.M.), and nighttime shoppers were identified as those 
who said they usually purchase over 50 per cent of their non- 
grocery items in the evening. 


The second consumer study was an in-store survey of 676 
nighttime shoppers taken while customers were shopping after 
6 P.M. in selected stores in Provo, Utah. This research was 
designed to provide additional information on the subject and to 
serve as a check on the findings of the house-to-house survey. 


To shed some light on the question of profitability of night 
openings, per hour nighttime volume and per hour daytime volume 
were determined from the sales records of a selected store in 
Provo for each month of a two-year period. Interviews with re- 
tail executives in Utah aided in guiding the research and in anal- 
yzing the findings. 


CONCLUSIONS ABOUT NIGHT SHOPPERS 


One of the most important conclusions reached as a result 
of the study is that nighttime shoppers are significantly different 
from daytime shoppers in a number of important respects. These 
differences, which have been tested statistically for significance, 
pertain to income group, age group, marital status, occupation 
of breadwinner, presence of children in the household, ages of 
such children, employment circumstances, extent to which hus- 
band and wife shop together, use of installment credit, and 
residential circumstances. 
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Even though these differences were determined on the ba- 
sis of a study of just one area, it is believed that most, if not 
all, of them exist in other areas as well. Data from other 
sources pertaining to a variety of cities tend to corroborate the 
survey findings. For example, this study reveals that night- 
time shoppers come from the middle income group, particularly 
$4, 000-$6, 000, to a much greater extent than do daytime shop- 
pers. This finding is supported by the fact that nighttime shop- 
ping reaches its greatest importance in suburban areas where 
middle-income families are very important. The store-hours 
survey also indicates that nighttime shoppers are more impor- 
tant in the 20-39 age group and less important in the ''50 and 
over'' age group than daytime shoppers, and that the percentage 
of nighttime shoppers with children is much larger than the 
percentage of daytime shoppers with children. These results 
are supported by the fact that suburbia has a preponderance of 
young families with children. In addition, a recent study per- 
taining to the shopping center versus downtown pointed out a 
tendency for consumers fifty and above to be ''more strongly 
oriented'' to downtown than to suburban shopping centers. 


As a final example, this study reveals that skilled workers 
are considerably more important among nighttime shoppers than 
among daytime shoppers, and that the percentage of nighttime 
shoppers using installment credit is much larger than the per- 
centage of daytime shoppers using this form of credit. The find- 
ings of a 1955 survey of consumer finances reveal that install- 
ment credit is used by skilled and semiskilled workers toa 
greater degree than by any other occupational group, by married 
couples with children more than by married couples without 
children, and by middle income groups to a greater extent than 
by high-and low-income groups. In other words, the use of in- 
stallment credit is greatest among the same categories of con- 
sumers in which nighttime shoppers are most important. 


With these differences in mind, the major characteristics 
of nighttime shopper households can be determined and this in- 
formation used advantageously in maximizing profits from night 
Opening business. Specifically, such information would be help- 
ful in determining the most effective appeals to use in advertis - 
ing for night openings, in selecting specific merchandise and 
price lines to feature in such advertising, in choosing advertis - 
ing media, in setting up window and interior displays, in select- 
ing effective types of special purpose publicity, in buying and 
pricing merchandise to be featured on night openings, in prepar- 
ing a check list of possible appeals to be used by salespeople, 
and in determining what services to offer or emphasize on night 
Openings. 
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OTHER CONCLUSIONS 


Other major conclusions reached as a result of the study 
are as follows: 


The profitability of night openings obviously depends 
upon the circumstances, but in the majority of cases 
they can be made profitable if not pushed beyond the 
real needs and desires of customers. No way has been 
found to measure accurately the proportion of nighttime 
volume which is additional business rather than volume 
shifted from daytime. There is probably some net gain 
in volume for all stores, but individual stores undoubt- 
edly do not share equally in the extra business. On 
balance, retail executive opinion indicates that for one 
night opening per week sufficient additional volume is 
secured to offset increased operating expenses. 


Working hours represent a negative factor in the job 
situation from the point of view of retail employees and 
contribute to the problem of attracting and retaining 
qualified people in retailing. Dissatisfaction with night 
work is not sufficient to warrant withdrawing this serv- 
ice from customers. 


Legal restrictions relative to store hours pertain pri- 
marily to working hours for women and minors and to 
Sunday openings. These restrictions usually do not 
seriously handicap the typical retail operation. 


The opinions, preferences, attitudes and habits of con- 
sumers in the trading area should be considered care- 
fully in setting local store-hours schedules. Consumer 
surveys can provide much useful information in this 
regard. In everything the retailer does, he should bear 
in mind that, in the long run, profits cannot be maxi- 
mized without serving the real needs and desires of his 
customers. His ability to do this is the justification for 
his existence. 


Measurement In Marketing 


1 


Determining the Optimum Allocation of 
Expenditures for Promotional Effort with 


Operations Research Methods 


JOHN F. MAGEE* 
ARTHUR D. LITTLE, INC. 


INTRODUCTION 


How much should a company spend on advertising, and 
where should it spend it? Most’companies spend money on ad- 
vertising with the objective of building sales. For this reason, 
I would like to concentrate on the problem of getting factual data 
on just how much advertising and other promotional methods 
contribute to sales, and using this data to design an efficient 
sales promotion program. 


The decision how much to spend on sales promotion and 
how to spend it is a critical one in most companies. I think it's 
fair to say that very few companies are anywhere near a con- 
crete answer or basis for getting an answer to this question. 
Recently, for example, I sat in on a discussion with the presi- 
dent of one of our major companies. This company is well known 
as one that is sales-minded and has an aggressive marketing 
program. It is equally well known for the sophistication and 
thoroughness of its marketing research activities. For many 
years it has used a broad range of marketing research methods 
to find out who buys its products, what they think of them, what 
they are seeking in the product, and how many of the potential 
customers are reached by the company's advertising and pro- 
motional campaigns. Despite this effort, and despite the pres- 
ident's own long experience coming up through the marketing 
side of the business, he said, in effect: ''I simply don't know 


*John F. Magee joined the staff of Arthur D. Little, Inc., 
in January 1950, as a member of its Operations Research 
Group. This group is the pioneer consulting group in industrial 
operations research. Mr. Magee's work has emphasized anal- 
ysis and planning of marketing effort as well as production 
planning and inventory control. Mr. Magee is a founding mem- 
ber of the Operations Research Society of America and an 
: : Editor of Operations Research, the journal of the 

He is the author of the recent book, Production. 
ng and Inventory Control. 
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how much to spend in advertising our major line. We spenda 
lot, and we've been very successful. Maybe we could spend less 
on this line and turn the difference to other products or to net 
profit; maybe we could spend more. But I'm afraid to spend 
less, and I don't dare spend more, so I go along with what we're 
spending and every few months we argue out where to spend it. 
Each of us has his own opinion what's the best thing to do, and 
we have lots of facts to back up these opinions. But I spend this 
money to get sales and we're missing one piece of information 
we need--what approach gets us sales, and how far can we go.'"' 


Daniel Seligman, in an article in Fortune, 1 surveyed 
some of the methods companies use to fix their advertising and 
sales promotion budgets. His article shows that a great deal of 
progress has been made since the days when advertising budgets 
were set with what was left over after everything else was taken 
care of, with no regard for the marketing job to be done. He 
points out, however, ''Despite the elaborate procedures involved 
in the budget determination of large advertisers, many partici- 
pants in the process retain an uneasy feeling that they are floun- 
dering in the dark. For there remains the old and tricky prob- 
lem of relating advertising to sales. "' 


From my own experience during the last decade, too many 
companies are in the position of the president I mentioned before. 
Despite the masses of marketing information that are being ac- 
cumulated on who the customers are, what they think about, and 
what appeals to them, too many companies fix their promotion 
budgets on the basis that they are afraid to spend less and don't 
dare spend more. 


I think this is an area where marketing research can and 
should do more. A review of recent volumes of The Journal 
Of Marketing reveals a number of articles which point out the 
great difficulties of measuring the sales response to advertising 
and using these measurements. Granted these difficulties exist, 
although they are essentially no worse than the difficulties in 
other fields where progress is being made, such as in subatomic 
physics, weather control, or medicine. With the increasing 
share of product cost being devoted to marketing, I believe we 
have a responsibility to face these difficulties and use the same 
kind of ingenuity that has gone into the development of other tech- 
niques in marketing research to devise new concepts and new 


| Daniel Seligman, ''How Much for Advertising,'' Fortune, 


December 1956, p. 222. 
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techniques for measuring how promotional effort affects sales in 
particular circumstances and for designing effective promotional 
programs. 


The job breaks down into two parts. The first is measur- 
ing how much sales volume results from various combinations 
and intensities of advertising and promotional effort; the second 
is utilizing these measurements to build advertising programs. 
The first part is by far the hardest. 


MEASURING THE EFFECT OF PROMOTION ON SALES 


Difficulties certainly exist. Some of the obvious ones are 
these: the influence may be cumulative over a long period of 
time; economic conditions may change; new products or com- 
petitors' actions may change the market; a brilliant idea may 
turn a poor program into a good one, or stereotyped thinking 
may ruin the best basic plan; combinations of approaches may 
make it difficult to sort out the value of the individual parts; 
seasonal or geographical influences may invalidate test results; 
the best advertising campaign in the world may be ruined by 
poor distribution or poor sales programs. 


Harry V. Roberts, ina recent article in The Journal 
Of Marketing, * made an excellent summary of the roles and 
limitations of various research methods. He points out that 
rapid response to promotion and the ability to trace response 
makes it much easier to measure the response. Where these 
more or less ideal conditions don't exist, it may be felt neces- 
sary to use substitute responses, recognition or readership. 
He also notes that there is very little evidence to demonstrate 
that the substitute responses are really measuring the sales ef- 
fect that the manager of a business is interestedin. It seems to 
me that the measurement of secondary responses in marketing 
research that has received so much emphasis in recent years is 
important, but it still leaves the missing link: How many dollars 
in sales does the promotional effort produce? I would like to 
discuss a few concepts and approaches to the measurement prob- 
lem that we have found increasingly useful in the last several 
years. 


2Harry V. Roberts, ''The Role of Research in Marketing 


Management,'' The Journal of Marketing, Vol. XXII, No. l, 
July 1957, p. 21. 
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CONCEPT OF CUSTOMER STATE 


The concept of customer state is in principle a simple one, 
but we have found it very useful in helping to clarify measure- 
ment or experimental problems as a basis for analytical work. 

A highly simplified example may illustrate the basic notion. Sup- 
pose a customer buys when he wants and needs a product, so that 
the particular time when he places an order or makes a purchase 
is unpredictable. However, when he does buy, if he is favorably 
oriented, he will buy your product; if not, he will buy someone 
else's. Then we might define two states--customer and non- 
customer--and say that a particular buyer is in one or another of 
these states with respect to your product at all times. 


A buyer will change state as time goes on. A non-customer 
becomes a customer, and vice versa. Therefore we might set up 
a two-way table, such as Figure l, and attempt to measure or 
observe the rates of movement from customer to non-customer 
state, and vice versa. We might then ask a question: How does 
promotion affect the rate of change from one state to another? In 
many cases we have found that this question, the effect of pro- 
motion on rate of change from one state to another, is the most 
meaningful to ask. 


Figure 1 


STATE TRANSITION PROBABILITIES 


Customer Non-customer 


Customer - 95 . 05 


Non-customer «O02 . 98 


For example, a printing company had the question of how 
its salesmen should use their time. These salesmen called on 
various past and prospective customers to try and stimulate 
business. An analysis of a sample of past and prospective cus- 
tomers showed that each buyer of printing services gave about 
65-70% of his total requirements to some one source and spread 
the rest among a variety of alternative sources. A customer did 
not tend to jump around from source to source with individual 
orders but tended to give the bulk of his business to one source 
until he shifted to another. Asa result of these findings, the 
potential customers making up the company's market were split 
up into groups based on estimated volume of printing require- 
ments. The members of each group were characterized based 
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on recent purchases as being either in the customer or non- 
customer state. The real job of the salesmen was seen to be to 
spend enough time with the accounts in each state to convert non- 
customers to customers and to hold existing customers. 


An experiment was set up to measure the rate of movement 
from one customer state to another, under different levels of at- 
tention. The accounts believed to be in each state in each volume 
class were split into three sample sets. The salesmen were 
asked for a period of time to spend less than 5 hours a month with 
the first set, 5 to 9 hours a month with the second, anda mini- 
mum of 10 hours a month with the third. The experiment was 
continued and conversion rates were followed for a period of 4 
months. Figure 2 shows a summary of results for the conver- 
sion of non-customers to customers. The rate of conversion 
from the non-customer to the customer state was about 10% per 
month when 5 hours or more per month were spent with the 
account. These figures did not appear to differ significantly by 
volume class. 


Figure 2 
CONVERSION TO CUSTOMERS 


VS. SELLING EFFORT 


Per cent Converted Within 
Level of Effort 1 Month 2 Months 3 Months 
Under 5 hours/month 0 0 8 
5 - 9 hours/month 10 31 53 


Over 9 hours/month 25 40 40 


This is a highly simplified use of the state concept where 
only states based on potential volume, subdivided into customer 
and non-customer orientation, were considered. In other cases 
we have found the same basic concept to be applicable. For ex- 
ample, in banking the same concept was used to set up a picture 
of the flow of small depositors between banks ina city. Here the 
simple breakdown between customer and non-customer was used 
as a first approximation, with the object of refining the state def- 
initions later to take into account other classes of business such 
as special checking account or loan business. In the case ofa 
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nationally advertised household product, the same basic concept 
was used to analyze interview data and thereby measure the rate 
of change of households from non-customer to customer state, 
and vice versa, even though the individual household purchases 
were quite erratic. 


The definition of customer state can get highly complex. 
In some cases there may be a priori information on customer 
characteristics known to have an effect on their buying habits; 
for example, size, location, industry, etc. Other factors may 
have to be introduced on a purely empirical basis as a result of 
statistical analysis. The object is to define states in sucha way 
that the expected purchases in a given period of time from cus- 
tomers in the same state will be about the same, as will the rates 
of transition from that state to others, and so that there will be 
significant differences in these characteristics among states. 


We have found that the state concept is most useful where 
the average rate of purchasing is relatively high compared to the 
average rate of change from one state to another; for example, 
where the buyer may be expected to make a purchase at least 
twice during his average life in any one state. This concept ob- 
viously can be applied most directly where individual accounts 
can be watched. Even where this is not possible, we have found 
it useful as a concept to explain over-all figures which can be 
obtained and we expect that the measurement of state changes can 
have real general use as a basis for interpreting the importance 
of other factors studied in marketing research, such as reader- 
ship or recognition. 


The basic concept of state change has grown out of our work 
in marketing problems during the past decade. We expect that 
this concept will be drastically modified in the future; indeed, we 
hope it will be. As of now, it represents a useful concept or tool 
in investigating promotional effectiveness. 


EXPERIMENTAL MEASUREMENTS 


Iam well aware of the difficulties in making field experi- 
ments to get a direct measure of the effect of promotion on cus - 
tomers' purchasing activity. Nevertheless, we have found ex- 
periments a very successful way of measuring these effects, if 
the experiments are well planned. There are a number of pre- 
requisites for the experiment to be useful. In the first place, 
the experimental conditions must be carefully studied to get an 
estimate of the kinds of extraneous effects to be eliminated or 
cancelled out in the test design. Secondly, the unavoidable 
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statistical fluctuations or ''noise'' must be measured as a basis 
for deciding how big the experiment must be to give the precision 
needed for a significant answer. We have found a tendency for 
many marketing experiments to be far too small to be meaning- 
ful. Finally, the experiment must be designed to take full advan- 
tage of the statistical design and analysis techniques which have 
been developed in recent decades in order to estimate joint and 
partial effects. 


If these conditions are met, experiments can be fruitful as, 
first, sources of basic measurements such as customer ordering 
rates or rates of transition from state to state; second, tests of 
specific hypotheses; third, pretests of proposed operating pro- 
cedures or campaigns. Just which of these three is the real pur- 
pose of the test must be clear before the test is designed, and 
with these precautions, many of the objections to the experiment- 
al approach can be avoided. I would like to cite one or two ex- 
amples of test design which were found quite useful in particular 
problems. 


One such test was designed to measure the influence of a 
manufacturer's advertising on retail sales. This company makes 
a line of household appliances sold nationally through selected 
retail outlets. The company's line is advertised in various types 
of easily controlled media, such as radio, television, or local 
newspapers. The question the company faced was: Does this ad- 
vertising pay off, and what level and media concentration is the 
most productive ? Preliminary analysis indicated that the retail 
outlets could be divided into 5 broad types ranging from large, 
full-line department stores to small appliance stores. The re- 
tail marketing areas could be grouped satisfactorily into 4 types: 
metropolitan, suburban, and two groups of nonmetropolitan areas 
based on average consumer purchases. Sales statistics covering 
a two-year period were collected from a large sample of outlets 
and were analyzed to get an estimate of the size of test, duration, 
and size of effect needed to produce a meaningful result. From 
advertising costs it was possible to estimate how big an effect 
would have to be seen to have any significance, and the test was 
set up to be large enough to give a clear, positive effect in 6 
months if the true effect was significant. The test was designed 
to analyze three alternative methods of allocating the promotional 
expenditures. One hundred eight retail towns were selected as 
the basic sample, grouped by store and city type. The basic 
sample is shown in Figure 3. You will notice that each group is 
composed of a multiple of 4 towns, of which one was assigned at 
random as a control, and the other three at random to the three 
alternative test allocations. This design made it possible to 
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eliminate effects due to differences between towns and stores so 
that the sample would give a measure of the basic effect we were 


seeking. 


Figure 3 


RETAIL TEST TOWNS 


Area Type 


Outlet Class 


During the test operation, the three test samples were sub- 
jected to promotion increased in intensity by 40% in each of three 
different ways. In the control group, the promotion intensity was 
cut by 30%. A procedure was set up to obtain sales reports 
month by month from each store in the sample, and these were 
analyzed sequentially as received. Each month an analysis of 
variance was made and the significance levels obtained month-by- 
month were accumulated by means of the Chi-square test. 


Within three months, the sample showed a definite positive 
effect, and the effect was clearly positive after six months. The 
test was continued several months further, to get better numer- 
ical estimates of the size of the effect under each alternative al- 
location, and then the treatments in the control group and thetest 
group showing the largest effect were switched in order to dem- 
Onstrate that the observed effects could be reproduced. 


The test clearly took a long time to run--over a year, in- 
cluding time for analysis--but the proof obtained of a significant 
effect of advertising was the basis for an expanded program and 
for calculating how far and in what direction the program could 
go. The test design also served as a tool for setting up further 
tests of new media approaches as these came along. 


| A 12 - ~ “ 12 

| B 8 + 8 4 24 

| C 4 4 4 12 24 

D 4 24 . 4 32 
| E | 16 
Total 28 36 16 28 108 
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As another example, I would like to refer to a problem 
discussed previously in The Journal Of Marketing. 3 To 
summarize the problém briefly, the company in question makes 
a wide line of tools and supplies sold to a large number of ac- 
counts. The company is very well known in its field and its 
basic promotional plan is carried out by a group of salesmen 
who call on customers to explain the products and encourage 
their use. The salesmen had been calling on about 40% of the 
accounts. The accounts were rated quarterly to select those for 
the salesmen to concentrate on during the next quarter. Past 
purchasing records had been used as the basis for this selection. 
The original problem was to design an improved rating system 
to select accounts on which the salesmen should call. I will not 
go into detail on the analysis, since this is described to some 
extent in the article referred to, but I would like to describe an 
experiment that was made. 


After some analytical work, a new selection system had 
been designed. This grouped accounts into some two dozen 
classes based on type of account and recent purchasing record, 
each class containing about 4% of the total number available. It 
was felt that the proposed system would be only a modest im- 
provement over the existing method, since the special cases 
were pretty clear one way or another and it was only in the shad- 
owy middle ground that some improvement could be made by se- 
lecting one account vs. another; but the company felt that any 
improvement would be highly profitable since any added sales 
volume would be obtained at no extra sales expense. The exper- 
imental problem was to demonstrate whether or not the new 
selection system in fact represented an improvement. 


The normal test method the company used to try out its 
marketing ideas was not so different from that most companies 
use. They would try to select two similar areas or territories. 
One policy would be tried in each. At the end of a period of time, 
sales would be totaled in each territory, with an attempt made to 
adjust for differences in size, economic conditions, or other 
factors. The company had been quite skillful in working out use- 
ful tests. However, this type of comparison was satisfactory 
where a major difference in sales was expected but was not crit- 
ical enough for the type of test needed in this particular problem. 


3 John F. Magee, ''Application of Operations Research to 
Marketing and Related Management Problems,'' The Journal of 
Marketing, April 1954, Vol. XVIII, No. 4. 
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To design the experiment, we selected a random sample of 
several hundred accounts. This sample was then checked against 
known characteristics of the company's business as a whole, to 
satisfy us that it was representative. After these preliminary 
checks had been made, each account was ranked or classified in 
two ways--once according to the old classification system, and 
once according to the new. The double classification resulted in 
the 4-way breakdown shown in Figure 4, the vertical breakdown 
representing the existing selection method and the horizontal 
breakdown, the proposed method. 


Figure 4 


BREAKDOWN OF CUSTOMER ACCOUNTS 


Conventional Rating 


Class A: Class B: 
Proposed Rating Sales Calls | Not Promoted 


Class A: 
Sales Calls 


Class B: 
Not Promoted 


About 75% of the total accounts in the sample were classi- 
fied the same way, by either system. For example, the 28% in 
the upper left-hand box were selected under both systerns as 
worthy of receiving promotional sales attention. However, our 
real interest was in the two corner groups, where a difference 
in treatment would exist between the two selection methods. The 
proposed classification system would pick up about 1/8 of the 
accounts that salesmen would normally ignore under the conven- 
tional breakdown, and would drop a corresponding number from 
the group normally called on. If any real improvement in sales 
was to result from the proposed system, it had to come from 
these two groups. Therefore, each of these groups was split in 
two on a random basis. Salesmen were asked to call on half and 
ignore half, and this procedure was followed for a 6-month 
period. 


The results are shown in Figure 5. The gross difference 
between the methods was approximately 4.6%, but the test 


Total 
28 13 41% 
| 46_ 59% 
41% 59% 100% 
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showed that a significant and substantial difference existed in the 
two affected groups. The test design used highlighted the par- 
ticular critical question to be answered and was large enough to 
answer this question conclusively. Once this question had been 
answered, one could calculate what the over-all effect would be, 
and in fact the test results provided the raw material for a sub- 
stantial further analysis aimed at the size of the sales budget. 


Figure 5 


AVERAGE SALES IN 6-MONTH PERIOD 
Proposed Rating Class A: Class B: 


5490 
$1150 
$1100 
$790 
$225 
390 


These ideas and examples on the experimental approach are 


hardly startling, but they are aimed at raising certain points about 


experiments. To be fruitful, experiments must be preplanned 
carefully. Preplanning may be a long, hard job--indeed, it may 
take longer than the test itself--but this is the only way to deter- 
mine the size and design needed to get a significant answer. We 
have found that the test size characteristically must be a good 
deal larger than has been typically used. This may be obtained 
through a larger basic sample, or in some cases the same effect 
can be achieved in a valid way by running the test for a longer 
time. By proper test design it is possible to examine multiple 
programs and measure the joint and partial effects of the com- 
ponents. Sequential analysis methods can be used to cut short 
the test when a significant answer has been obtained, but if this 
is to be done, the tests must be designed to begin with to meet 
the requirements of these methods. Finally, the purpose of the 
test and the question to be tested must be clear and explicit in 
advance. 


Some particular approaches or techniques in testing that 
we have used include black-out tests in sample areas, useful, 
for example, in radio, television, direct mail, or other local 
promotion. Randomized block designs or Latin-square test de- 
sign, to eliminate unwanted effects and measure joint effects, 
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MEASUREMENT IN MARKETING 


are another extremely important set of techniques. In some 
cases, tests can be carefully designed on a before-and-after 
basis; that is, where the sample area is watched prior to the test 
campaign, and where the results are compared with results dur- 
ing and after the campaign. This is probably the most difficult 
type of test to control, but in some cases it is the only approach 
that can be used in connection with wide broadcast media. 


We have found the concept of customer state particularly 
useful in many of these experiments. Where the concept fits 
customer behavior in a believable way, it gives a clear definition 
of the experimental problem, and the measurements of state 
changes can be directly converted into sales dollars. This, for 
example, is one way of getting useful results out of the before- 
and-after type of experiment mentioned above. 


ANALYSIS OF PROMOTIONAL PROGRAMS 


The basic concepts of analysis for designing an efficient 
program are straightforward. The key is having the measure- 
ment of what the effects of the program will be. With these 
measurements in hand, the objective is to distribute the effort 
to get equal marginal payoff; that is, to obtain, as nearly as pos- 
sible, an equivalent return in sales for the last dollar spent on 
any medium or in any area. This is akin to the economists’ 
marginal analysis. Without the measurements, the objective is 
simply an empty statement; with the measurements, it can be the 
basis for a powerful planning tool. 


The techniques used for analyzing and interpreting experi- 
mental measurements range from simple arithmetic to more 
complex methods such as dynamic programing, discussed in the 
recent management science literature. The methods, however, 
are the real point, because the real value of any of these methods 
comes from integrating measurements and marginal concepts 
and using these together as a basis for extension or for asking 
new questions. 


To illustrate the use in analysis, of the state concept des - 
cribed earlier, suppose we have in a hypothetical case set up 
two states--customer and non-customer. Suppose we have made 
the measurements illustrated in Figure 6. The figures at the 
left give the estimated number of potential customers in each 
state and their estimated average value in terms of current pur- 
chases. The table at the right gives the transition rates or prob- 
abilities under normal promotion. By repeated application of the 
transition probabilities we can make an estimate of the size of 
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Figure 6 


ILLUSTRATIVE EXAMPLE 


Customer States Transition Rates 


Number | Value| To Customer | To Non-customer 


Customer 1890 


Non-customer 8110 


the customer group as time goes on, and from this an estimate 
of business, as shown in Figure 7. 


Figure 7 


Time 
Now suppose we have a new campaign in mind and some 

test results produce estimates of the transition probabilities 
under this new campaign, as shown in Figure 8. Comparison 
with the earlier table of transition probabilities, Figure 6, shows 
that we estimate this campaign will cut the rate of loss from cus- 
tomer to non-customer state. We want to know when to start and 
stop this campaign. 


; $900 . 96 . 04 
$ 10 99 
| 
3,000 
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Figure 8 
ILLUSTRATIVE EXAMPLE 


Proposed Advertising Campaign 
Transition Rates 


To Customer To Non-customer 


From: 


Non-customer 02 98 


By repeated application of the transition probabilities, we 
can trace out the effect of the campaign, as shown in Figure 9. 


Figure 9 


Then, at any time when the campaign is assumed to have stopped, 
we would return to use of the old rates and trace out the decay 
that sets in as shown in Figure 10. This is akin to setting upa 
system of partial differential equations and solving these for the 
size of the customer group under various treatments. 


Nunber of 
Custioners 
3,004 
| 
| 
| 
| 
| | 
12 16 26 2h 28 32 36 ul, Le 53 
Time 
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Figure 10 


2 2 


By tracing out the effect of the campaign on the customer 
group, we can arrive at an estimate of the cost and long-term 
sales gain and profitability of any particular campaign. Then by 
trial-and-error, arithmetic, or the calculus, we can estimate 
how long each individual burst should last and how frequently it 
should be repeated. This will lead to a sawtooth type of campaign 
such as that described in Gerard Lambert's recent book. 


Where we are dealing with a problem which can satisfactor- 
ily be characterized in terms of only two states and one type of 
campaign, this may be a manageable approach. However, the 
problem becomes much more complex when we have to deal with 
a large number of possible customer states and many alternative 
campaigns. For example, the gross breakdown into customer 
and non-customer state might be further refined into a large num- 
ber of states based on location, industry, size characteristics, or 
other known factors. We may have many alternative campaigns to 
consider and these may overlap. Some campaigns may be better 
for specific customer states than for others. The differences 
may be due to media concentration, regional differences, or the 


4Gerard B. Lambert, All Out of Step, Doubleday & Co., 
1956. 
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influence of the campaigns on customers vs. non-customers. 


Under these circumstances, balancing and selecting the 
most profitable campaign to run today in view of the long-term 
profitability of the business becomes a much more complex 
problem. We have found dynamic programing, originally form- 
ulated by Richard Bellman, 5 to bea very useful technique in this 
type of problem. For example, we have used this to design 
campaigns for long-term profitability where we were confronted 
with several dozen customer states and roughly a dozen different 
alternative campaigns had to be considered. By a technique such 
as this, the state concept and experimental results can be used 
together to lay out an efficient program. 


As I mentioned earlier, experimental measurements are 
the key to this work. No matter how carefully the experiment 
may be run or how ideal the conditions, these are always subject 
to some error. Furthermore, the conditions may change, be- 
tween running the experiment and running the full program. 
However, where a clear, quantitative description of the alloca- 
tion problem has been devised (as, for example, a description 
based on the customer state and transition concepts), it is pos- 
sible to check conclusions in advance by making a sensitivity 
analysis. 


The procedure in making an analysis of this type is to in- 
troduce arbitrary changes in the various numbers used and then 
observe the effect this has on the answer obtained. For example, 
we might re-solve the hypothetical example mentioned earlier, 
with the indicated effect of promotion on transition rates cut in 
half or doubled. Then, by working sequentially from one factor 
or element to another, we can search out the sensitive elements 
or critical combination of errors that would have a serious in- 
fluence on the choice of policy. In this way, the choice of policy 
can be protected against undue reliance on crude numbers and 
the sensitivity analysis will point to aspects or elements where 
errors are critical and refinements in the estimates may be 
needed. 


I mentioned an example previously where dynamic pro- 
graming methods had been used to analyze a budgeting problem 
involving several dozen customer states and a dozen different 
alternative advertising campaigns. The analysis was repeated 


5 Richard Bellman, Dynamic Programming, Princeton 
University Press, 1957. 
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and a number of arbitrary changes made in the estimates used. 
For example, it was made with as much as a 1/3 cut in the esti- 
mated sales value of the individual customer states. Another 
change was to vary the size of the non-customer group by a fac- 
tor of 10. This was equivalent to testing the policy under con- 
ditions ranging from having 5% to having 50% of the potential 
market. The relative weighting or discount rate applied to future 
values was also changed, over a range equivalent to a factor of 5, 
Future profits, for example, were discounted at rates ranging 
from 10 to 50% per year. In this way we were able to tell under 
what conditions the projected policy would be best and under what 
circumstances a careful recheck would be necessary. 


CONCLUSION 


The subject of measuring and allocating promotional effort 
is a huge one; however, progress is being made to measure the 
direct sales effect of promotion in various types of circumstances 
and to use these measurements in designing programs. Ihave 
tried to illustrate some of the approaches we have found particu- 
larly useful in our work in this area during the past decade. 

This work has led to some new concepts of the type indicated. I 
wish to emphasize that these are presented as concepts that are 
currently useful, rather than as ultimate truth in any sense. 
From the interest and need which company management's exhibit, 
I believe these concepts, and others that will be developed by the 
marketing profession, will receive increasing use in seeking 
answers to the fascinating and vital question: How much shoulda 
company spend on advertising, and where should it spend it? 


= 
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Waiting-Line Theory: 
Facilities and Inventory Planning 


ROBERT B. FETTER and JOHN L. ENOS* 
MASSACHUSETTS INSTITUTE OF TECHNOLOGY 


INTRODUCTION 


In business, uniformity of operations is a goal frequently 
desired, but seldom achieved. The usual situation is one in 
which some variation is present. The variation may be in the 
demand for the product; it may be in the flow of goods through 
the channels of distribution; or, most likely, it may be in both. 
Variation is endemic in industry. 


In situations which contain some inherent variation, 
probability theory can frequently be used to describe and predict 
performance. For a broad class of activities, which can be 
thought of as servicing operations, a group of specialized tech- 
niques have been developed under the general name of waiting- 
line theory. 


The type of operation which can be analyzed using waiting- 
line theory consists in its simplest case of some sort of servic- 
ing activity with a variable demand for the service available. In 
addition, the servicing activity, itself, can give variable perform- 


*Robert B. Fetter has been Assistant Professor of Indus- 
trial Management at Massachusetts Institute of Technology 
since July, 1953. He received a BS degree from Virginia 
Polytechnic Institute and MBA and DBA degrees from Indiana 
University, where he was Instructor and Assistant Professor in 
Management. In addition to academic work, he is consultant 
for several firms in problems of production and inventory con- 
trol. He is co-author witrk E. H. Bowman of Analysis for Pro- 
duction Management, and with D. C. Johnson of Compensation 
and Incentives for Industrial Executives. 

*John L. Enos is Assistant Professor of Marketing, School 
of Industrial Management, Massachusetts Institute of Technology, 
where he teaches Marketing, Economics, and Operations Re- 
search. He has studied process innovation in the petroleum in- 
dustry, the results of which study are soon to appear in mono- 
graph form. His current research is in the field of Industrial 
Dynamics -- the simulation of the behavior of business firms 
and of the national economy on large-scale computers. 
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ance, and these sources of variation can be accounted for in the 
analysis. Once the actual business problem has been set up in 
these terms, the performance of the system can be determined 
in a formal, quantitative way. By using waiting-line theory, one 
can evaluate the effect of alternative servicing policies. Ulti- 
mately, one can solve the economic problem of the optimum de- 
sign of service facilities. 


APPLICATIONS IN MARKETING 


What are some of the marketing situations which lend them- 
selves to analysis by the waiting-line techniques ? Applications 
are possible in the design of customer service facilities. This 
would include all retailing activities, where the demands upon the 
facilities are imposed by customers, arriving more or less on 
their own, and not at the retailer's initiative. In these cases, the 
"arrival'' might be an automobile in a service station, a customer 
in a retail store, a salesman in a purchasing agent's office, or an 
order at a mail-order house. In the case of the automobile arriv- 
ing at the service station, the servicing facility could be the pump, 
or it could be the lubrication area, or it could be the entire auto- 
mobile servicing operation. In the case of retail stores, the ser- 
vicing operation could be thought of as being the counters over 
which the transactions take place, or the sales personnel who 
manage the sales work. 


Another group of marketing activities to which waiting -lines 
can be applied is that of materials handling. Within almost all 
large retailing organizations, there is a considerable amount of 
effort spent controlling the physical flow of materials. Ina situ- 
ation like this, the "'arrivals'' are the requests from the various 
sales personnel, and the ''servicing'' consists of transporting the 
merchandise from the storeroom to the counters. 


Yet another area of marketing in which waiting lines can be 
used is that of design of receiving and shipping facilities. The 
procedure here is very similar to that of materials handling with- 
in an organization; t:.: ''arrivals'' originate from outside the or- 
ganization, and the ''servicing'' is carried on internally. Shipping 
and receiving from factories, warehouses, and retail outlets all 
fall within this category. 


The final group of marketing problems to which waiting- 
line theory can be applied are those relating to inventories. Here 
the "'arrival'' is a shipment out of inventory, and the ''servicing" 
is the procurement and receipt of its replacement. The waiting- 
line analogy can be applied to inventories at any point in the chan- 
nels of distribution, although the specific solutions will, of course, 
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vary with the varying nature of the activities carried on. The 
basic characteristics of these situations remain the same, how- 
ever, with variation in the time between "'arrivals'' and variation 
in the time necessary to ''service'' each arrival. The analytical 
techniques are similar, and the analysis will provide an estima- 
tion of how effective is the design of any particular facility. 


WAITING-LINE MODELS 


Any servicing situation, such as those described previous - 
ly, may be thought of as a system which finds itself over time in 
various states from ''empty'"' to ''full.'' In order to solve the 
economic problem which is posed in each situation, it is neces- 
sary to predict the performance of the system as reflected by the 
proportion of time it is in each possible state. If this is done for 
the alternative service policies available, then these policies can 
be evaluated economically and the ''best'' one selected. 


The first problem, then, is to describe completely the 
states in which the system may be at any time. This is done by 
first discovering the basic statistical and physical rules under 
which the system operates. These characteristics fall into four 
categories. 


(1) The arrival times. The demand placed on the system 
is reflected first of all by the rate at which units re- 
quiring service arrive at the service facility. The im- 
portant data here are distributions of inter-arrival 
times. In the case of a filling station, the time inter- 
vals to be measured are those between the arrival of 
potential customers. In the case of a receiving dock, 
would be the interval between the arrival of trucks to 
be unloaded. 


The service times. The second basic distribution nec- 
essary is one of service times. This is a distribution 
of intervals between the beginning and ending of service 
at the facility. If there are different kinds of facilities, 
each would have to be evaluated separately. Ata re- 
ceiving dock we may have different kinds of equipment 
and/or crews which are capable of performing the re- 
quired work. A service time distribution for each kind 
of service facility would be required. 


The number of service facilities. One must know 
whether the facilities handle all calls or specialize. In 
a filling station one could have specialized help for 
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various categories of service. A receiving dock might 
have facilities for large and small loads; or for mixed 
and homogeneous loads. Also, it is necessary to know 
whether each facility operates independently or whether 
all cooperate in meeting demands for service. If co- 
operation is allowed, its nature would have to be 
specified. 


Service discipline. The way in which calling units be- 
have on arrival at the service facility and are selected 
for service must be specified. If arriving units queue 
up in order of arrival and are served in that same 
order, the service discipline is described completely 
by ''first-come, first-served.'' However, if some spe- 
cial rules exist for selection of the unit to be served 
next and/or if the arriving units behave in some way 
other than by simple queuing, these characteristics 
will have to be described. One simple priority sys- 
tem would be to serve first the shortest job waiting. 

A behavior which would have to be measured or esti- 
mated might be customer impatience. One would have 
to estimate, for example, the probability of a custo- 
mer leaving a queue after any given wait. 


If the above characteristics can be described, it is often 
possible to describe the states of the system mathematically. 
For example, if a simple situation, with one service facility and 
a first-come, first-served priority system, the state of the sys- 
tem at the end of an interval, dt, after any arbitrarily selected 
time, t, can be described as 


P(t + dt) = P(t) [1-P, (at) Pia] +P. 


+P _j(t) Py (at) 


This equation says that the probability that the system contains 
n units at time (t + dt) is equal to the probability that it contained 
n units at t times the probability of no arrivals or departures 
during dt, [1 - P, (dt) - Pp(dt)} , plus the probability that it con- 
tained n + 1 units at t times the probability that a unit departed 
in dt Pp (dt)] » plus the probability that a unit arrived in dt, 

[Pa (at}J . If one defines dt arbitrarily small so that only one ar- 
rival and/or departure can occur in such a small interval but not 
two, then a set of equations of the above type will describe com- 
pletely the possible states of the system. 


If one knew the probabilities of arrival and departure, some 
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mathematical manipulation would establish the values of the state 
probabilities and make possible economic judgments as to system 
design. In those many cases where analytical solutions of this 
type are not available, simulation techniques can be used to es- 
tablish estimates of the state probabilities. There are several 
published sets of tables of solutions to various servicing models 
of the kinds described here, and these can be quite helpful where 
an already solved model fits some situation [ij ‘ {2} ’ 


SERVICE STATION EXAMPLE 


One of the areas in which one might apply waiting-line 
theory is that of the design of gasoline service stations. A sim- 
ple example can show how this might be carried out and reveal 
the nature of the results to be expected. It should be emphasized 
that a very simple situation has been selected for purposes of 
illustration. It does not approach real gasoline service station 
design problems in its complexity. This is not to say that it is 
impossible to examine more complicated situations. It is just 
that a more complicated example would be beyond the time avail- 
able for presentation. 


Imagine a gasoline station which consists solely of one 
pump island. Motorists drive up to the filling station at a mean 
rate of A per hour, although, of course, there is considerable 
variation in the time interval between arrivals. For example, 
if the mean rate were 10 per hour, this mean time interval is 
1 x 60 or 6 minutes, but the actual interval between arrivals 
T0 will vary considerably. 


The service station attendant is able to service motorists 
at a mean rate of S per hour. As in the case of arrivals, it 
should be emphasized that this is a mean, and the actual time 
will vary from a very short interval to a very long one, depend- 
ing upon the amount of service that is necessary. For the pur- 
poses of this problem, it is assumed that motorists will avoid 
the station if, upon arrival, there is a car being given gasoline 
and two more waiting for service. In other words, when the 
queue has reached a length of three (one being serviced and two 
waiting), subsequent motorists turn away. They are, therefore, 
lost as customers. The aim of the analysis will be to find out 
what fraction of the potential customers are lost. Knowing this 
fraction, one might thendecide whether it would be economical 
to install another pump island, or perhaps to increase the speed 
with which the motorists are serviced. 
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Analytical Solutions 


Under certain conditions, the problem of predicting the per- 
formance of this system could be solved by an explicit probability 
model. For example, if the demand is Poisson distributed and 
service time intervals are exponential, it can be shown that the 
probability of any state is given by 


P(t) -) Pot) 


This expression will give us for any arrival rate, A, and service 
rate, S, the proportion of time, o, 1, 2, or 3 customers are in 
the station. The fraction of customers lost under the assumed 
conditions is the proportion of time the system is full or P3(t). 
For various A/S, Figure 1 gives this fraction of customers lost 
as well as the fraction of time the facility is idle. 


FIGURE I 


IDLE TIME AND CUSTOMERS LOST 
FOR VARYING ARRIVAL AND SERVICE RATES 
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It can be seen that the behavior of the system in terms of 
customers lost is by no means straightforward as the character- 
istics of the system are changed. This fraction rises rapidly at 
first as the ratio of A to S approaches 1, and then tapers off 
slowly as the system becomes ''swamped.'' The idle time de- 
creases rapidly at first and more slowly to the point at which 
saturation sets in (A/S = 1). 


With knowledge of the cost of altering the service facilities 
(by adding more pump islands, parking area, and service per- 
sonnel), one could assess the revenue potential due to fewer 
customers lost. Thus, service facilities could be designed so 
as to provide some economic level of performance. 


Simulation Solutions 


In more complex situations than the one given, analytical 
solutions may still be feasible, but at some point in complexity, 
such models become unavailable, either technically or econom- 
ically. When this is true, resort may be had to performance 
estimates by simulation. Given the basic statistics of the situa- 
tion described previously (arrival and service time distribution), 


the system may be "'operated'' via some Monte Carlo routine [1] 
and estimates of performance points, such as those shown in 
Figure 1 obtained. Im any case the economic evaluation of dif- 
ferent performance levels would follow from these estimates. 


CONCLUSION 


This service station example is, of course, much simpli- 
fied. It could be made more realistic by adding such activities 
as lubrication, the selling of parts and accessories, and other 
service activities. The analysis would not change although it 
would become increasingly complicated. The implication is that 
real problems can be solved, although, of course, one must 
recognize that the solution, being more complicated, is more 
expensive. In each case, it is necessary beforehand to compare 
the approximate cost of obtaining the solution with the potential 
benefits that might result therefrom. In solving the more com- 
plicated situations, electronic computing machines have shown 
their usefulness. Problems which would require extremely 
laborious solution by hand can be solved relatively quickly on 
such machines. 


Although the system may become more complicated, the 
elements remain the same. In all cases, there are items ar- 
riving, with the time between arrivals being distributed at 
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random; and the items are serviced, with the servicing time 
also varying in some way. Waiting-line theory takes account of 
this inherent variation, and permits the solution of the economic 
problems which arise from this sort of situation. Using waiting- 
line theory, it is possible to compare the operation of different 
systems, in order to select the most profitable design. 
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Cost Reduction Through Mathematical 


Programming 


WILLIAM J. BAUMOL* 
PRINCETON UNIVERSITY 


When left to his own devices, the businessman, paradoxi- 
cally, is often well advised to undertake an imperfect analysis of 
many Of his problems. The point is that the executive is usually 
too busy, his time is too valuable, and his computational skills 
are also sometimes too limited for him to find it advisable to 
probe too deeply into every business problem. His difficulty is 
that he must retain at least some measure of control over the 
situation without at the same time tying himself up in operational 
detail. As a result he frequently resorts to rules of thumb --- 
prices are set by applying a standard markup after costs, adver- 
tising budgets are set as a fixed percentage of sales, and inven- 
tories are required to achieve a pre-set turnover norm. These 
serviceable rules of thumb usually do not work out too badly. 
They save executive time and they permit control over decen- 
tralized decision making which in many firms appears to con- 
tribute to operating efficiency. 


RULE OF THUMB 


These rules of thumb perform another important service 
which is highly relevant for our discussion -- they introduce 
order and simplicity into many business problems. So many 
business decision problems are plagued by interdependence -- 
decision B can only be taken in light of decision A, and it in turn 
influences decision C, D and E which themselves are highly im- 
portant for decision A. For example, the firm's pricing policy 
and its product line influence its advertising needs which in turn 
affect the optimal allocation of its promotional expenditure 
among alternative media, whereupon this comes (full circle) to 
reflect upon its pricing decisions, and so on. None of these 
decisions can logically precede the others and the complexity of 


*William J. Baumol is Professor of Economics at Prince- 
ton University. He is also associated with the management and 
marketing consulting firm of Alderson & Sessions in Philadelphia. 
He is author of several books in economics and various articles 
in economics, operations research, and marketing. He holds a 
PhD degree from the University of London. 
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their inter-relationship strains the best of good judgments and 
experienced minds. The rule of thumb is a simple and effective 
way out of this impasse. 


The use of rules of thumb is therefore often fully justified 
in business decision making -- at least until a better procedure 
comes along. But in many cases this is just where the opera- 
tions researcher comes in -- his powerful analytical tools per- 
mit him to make computations which are better than those rules 
of thumb. In fact, when given all the relevant information he can 
often take account of all of the complicated problems of interde- 
pendence among the relevant decisions and find out how opera- 
tions must be conducted (at their desired levels) in order that 
they incur as low a cost as is possible. Clearly the more imper- 
fect the rule of thumb which is currently employed the greater 
will be the saving which can be effected by this cost minimization 
analysis. 


MATHEMATICAL PROGRAMMING 


The computational technique which I am discussing is 
mathematical programming. A question is called a program - 
ming problem if it has two characteristics which are implicitly 
described in the preceding discussion: First, it must ask how to 
get something (e. g. costs) as low as possible or something (e. g. 
profit or sales) as high as possible; second it must ask how this 
can be done and yet take into account all the elements of inter- 
dependence and the other related complications which are at the 
heart of most business problems. These two elements, the min- 
imization or maximization of a target variable and the set of so 
called constraints which must be taken into account in the deci- 
sion are the basic characteristics of a programming problem. 


Of course not all such problems are equally difficult. Some 
can be solved by fairly simple methods, others involve relatively 
sophisticated mathematical techniques and some, unfortunately, 
the mathematicians are, as yet, unable to solve at least in an 
economically feasible manner. But the fact is that in many prob- 
lems one can now find out within the limits of accuracy of the data 
what allocation of business resources will achieve the very lowest 
of all possible costs. And even in those cases where the compu- 
tational techniques do not permit the determination of the very 
lowest cost allocation they do usually enable us to find out how 
current practices can be improved upon. This is a very comfort- 
ing conclusion both for businessmen and operations researchers. 


C 


MEASUREMENT IN MARKETING 
APPLICATIONS 


Let me illustrate these points by outlining several impor- 
tant problems and indicating the role of the various elements 
which have been discussed. Consider first the design of an ad- 
vertising and promotion program which aims to achieve some 
predetermined over-all company sales goals, in a multi-product 
firm. Such a problem involves many constraint complications. 
To cite but a few, first, the program must be set upin a way 
which is calculated to yield profits sufficiently high to constitute 
a successful business operation. Second it must take into ac- 
count current physical production limitations -- for example, not 
too much must be allocated to the advertising of those of the 
company's products whose deliveries are expected to continue to 
fall behind orders. Third, it must be recognized that any saving 
which is achieved by cutting down on the advertising budget for 
one product must be made up for (in order for the over-all sales 
goals to be achieved) by an increased allotment to other products. 
Similarly a reduction of expenditure on one advertising medium 
must affect the amounts which must be budgeted for other media. 
Ican go on expanding this list of the relevant constraints but 
this suffices to illustrate my basic point -- that the intricacy and 
the very great number of the relationships which must be taken 
into account in the design of an effective advertising program 
places such a problem well beyond the capacity of the unaided 
human intelligence, judgment and experience. And in fact, these 
decisions are often made by a sequence of rules of thumb which 
assign to advertisement an over-all amount set at some arbitrary 
percentage of sales, and the allocation questions are then often 
handled piecemeal in a similar fashion. This compromise is en- 
tirely justified when the executive must operate without specialist 
assistance. But when the relevant data and relationships are 
known, mathematical programming can do better by giving full 
weight to all of the considerations which have been listed and 
coming up with the least costly way to get the job done. 


Another illustration taken from the field of inventory anal- 
ysis will make clearer just how programming or other operations 
research techniques can in practice achieve results better than 
those arrived at by rule of thumb. A frequent inventory decision 
rule calls for the inventory of each product to be set at some 
fixed percent of its sales (a target turnover rate). But in most 
Cases the operations researchers finds that such a policy results 
in an uneconomically large inventory of large volume, rapidly 
moving, items and too small an inventory of the slow moving, 
low volume, items. That is because the demand for slow sellers 
is likely to come from a small number of customers and is 
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therefore likely to be erratic and unsteady so that relatively large 
safety stocks of these items must be held against unpredictable 
peak demands. On the other hand, sales of large volume items 
are characteristically steadier and require relatively small safety 
stocks. In such cases the operations researcher can achieve the 
remarkable feat of serving simultaneously the apparently conflict- 
ing desires of the company treasurer and its sales manager. He 
can please the former by calling for reduced over-all inventory 
investment, for, since stocks of large volume items constitute 
the bulk of inventory investment, a reduction in these stocks 
characteristically more than compensates for the recommended 
cut in the stock of small volume commodities. But at the same 
time the sales manager can be pleased by the resulting cut in 
lost sales of out of stock items because it is the slow moving 
item which is typically not available in inventory when the cus- 
tomer calls for it. In such a case the OR man is in the enviable 
position of having performed a sleight of hand feat of reducing 
inventory investment in a way which increases sales! 


Clearly not all problems can be handled so spectacularly. 
But the moral is clear. In many business problems the use of 
mathematical programming and other operations research tech- 
niques can reduce costs substantially. Whenever a complex 
decision problem is encountered it is therefore worth checking 
whether these methods can usefully be applied. 
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Basic Research and The Future of Marketing 


Theory 


WROE ALDERSON* 
ALDERSON & SESSIONS 


Marketing theory is fundamental to both marketing prac- 
tice and marketing science. As a practitioner I have been in- 
creasingly aware that we must be more theoretical in order to be 
more practical. As a writer on marketing theory and part-time 
college teacher I am also interested in the future of marketing 
science. Here I would like to share my optimism as to what 
basic research can accomplish in this area. 


SOCIAL SCIENCES AND MARKETING 


The diverse disciplines known as the social sciences deal 
with numerous aspects of human behavior. Should not marketing 
then concern itself simply with the commercial application of 
one or another of these sciences? Is it not presumptuous for 
marketing to claim a separate niche among the behavioral sci- 
ences? To answer this question account must be taken of the 
special character of the social sciences as compared say to 
physics, chemistry, or zoology. The social sciences all deal 
with the same basic subject matter, namely human behavior. 
They are distinguished by the different perspectives from which 
they view behavior, in each case determined by the problems 
which are central to the field. The problems of central interest 
for marketing are only peripheral for these other disciplines. 
Marketing must evolve its own unique perspective appropriate 
to its problems. 


*Wroe Alderson has been a partner in the Alderson & 
Sessions marketing and management consulting firm since it 
was established in 1945. Previously, he had been associated 
with the U. S. Department of Commerce, the Curtis Publish- 
ing Company, the Office of Price Administration, and the 
Board of Economic Welfare. A graduate of George Washington 
University, Mr. Alderson did graduate work at the University 
of Pennsylvania and Massachusetts Institute of Technology. 
He was President of the American Marketing Association in 
1948, Visiting Professor at M.I.T. in 1953, and winner of 
several marketing awards. He is author of a recent book, 


Marketing Behavior and Executive Action. 
170 


BASIC RESEARCH AND MARKETING THEORY 171 


There is substantial overlapping to be sure between mar- 
keting and economics but not identity. Economics proper is pre- 
occupied with the allocation of means in the pursuit of any human 
purpose. Marketing begins with the manifold purposes, expec- 
tations and anxieties of the consuming unit and analyzes the 
creation of assortments to satisfy these needs. The marketing 
analyst can make good use of the tools of economics but market- 
ing has also developed its own techniques directed toward the 
expansion of demand and the efficiency of exchange transactions. 
Insatiable demand and the costless transaction are convenient 
notions for some purposes but they have no place in marketing. 


Political science deals with power relations in the great 
society but it ignores the application of the power principle in 
the everyday life of the housewife and merchant. Sociology is at 
bottom the study of group behavior but deals only incidentally 
with the household as an operating group or with behavior sys- 
tems so crucial to marketing as the business firm, the market- 
ing center or the distribution channel. Social anthropology is 
concerned with stability and change in cultural patterns but 
pauses at the threshold of modern technology and the accelerated 
acceptance of innovation. 


Psychology is perhaps best qualified to contest with eco- 
nomics its claim to marketing as a field of application. Yet 
psychology itself is segmented and differentiated by types of 
problems into such areas as educational psychology, clinical 
psychology, and experimental psychology. Perhaps we can also 
discriminate a psychology of marketing even though it is some- 
thing less than the whole of marketing. Psychology in return 
can find in marketing an opportunity for enriching its understand- 
ing of problem solving in everyday life. Problem solving is the 
selection of a course of action in the face of uncertainty. Con- 
sumers enter the market to solve problems. Business firms 
establish market research departments or retain marketing 
consultants to the same end. The functionalist approach in mar- 
keting provides new stimulus and substance for functionalism in 
psychology. 


Basic research in marketing as in other fields transcends 
research directed toward solving the problems of individual 
firms. Its primary aim is to satisfy scientific curiosity. Hal- 
stead analyzes human intelligence into four factors, one of which 
is the exploratory drive which goes beyond any immediate need 
to cope with uncertainty in the environment. In the longer view 
sheer curiosity can arm us in advance with knowledge which may 
be helpful in coping with problems which have not yet arisen. 
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Scientific research which transcends the functional requirements 
of today might be designated as ultra-functional. For the theor- 
ist, of course, basic research is directly functional because it 
contributes to the advancement of theory. Guided by theory it 
produces the substance of science. 


It is my purpose now to suggest some of the possibilities 
for basic or ultra-functional research in marketing. First I will 
offer a representative list of what we may call falsifiable pro- 
positions, a term which I owe to my associate William Baumol. 
Next I will endeavor to outline the variety of research techniques 
by which these propositions may be shown to be true or false. 
Finally I will hazard some predictions as to how basic research 
in marketing is to be accomplished. 


FALSIFIABLE PROPOSITIONS IN MARKETING 


Herewith are some falsifiable propositions or, if you will, 
hypotheses to be tested by basic research. They are all present 
explicitly or implicitly in my book Marketing Behavior and 
Executive Action. The list is intended to be illustrative rather 
than exhaustive. These are propositions which I have asserted 
but which I hope may still be proved or disproved more thorough- 
ly than I have been able to do. Perhaps some of those present 
will want to add to the list other propositions which appear at 
least as crucial as these. 


1. Consumer buying behavior consists in accumulation of 
assortments of goods to meet anticipated occasions of individual 
or household use. This hypothesis implies that the consumer is 
engaged in a rational instrumental activity at the time of buying 
and is not at that point directly concerned with the act of con- 
sumption in which the buyer may or may not participate later on. 
This concept of consumer buying was first formulated by the 
Austrian economist, Boehm-Bawerk. 


2. The consumer-buyer is obliged to make value judgments 
concerning these anticipated occasions of use and probability 
judgments concerning the incidence of the occasions. This hypo- 
thesis moves beyond the range of Boehm-Bawerk's analysis by 
introducing the probability approach. If the hypothesis could be 
sustained then it would point clearly to some of the main directions 
which advertising and selling might take in trying to influence con- 
sumers either to change their value judgments or their probability 
judgments as to their needs and the means of satisfying them. 


3. In shopping the consumer-buyer makes value judgments 
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as to the type of good which would serve a need and probability 
judgments as to the chance of finding these goods. Some of the 
most interesting results we have obtained in basic research thus 
far have been related to this conception of shopping behavior. By 
the use of a consumer panel and a related series of shopping 
games we were able to show that probability judgments were be- 
ing made and to take the first step toward determining the prob- 
ability ratios actually assigned by the consumer with respect to 
certain classes of goods and certain types of stores. 


4. Types of housekolds can be identified according to the 
degree of adjustment among members of the family and there are 
characteristic differences in buying behavior corresponding to 
these types. Marketing men have attempted to use various clas- 
sifications of individuals derived from psychology. I have con- 
tended that a typology of families would be more basic since the 
household is the fundamental purchasing unit. I suggested sucha 
typology in my book based on the two factors of coordination and 
compatibility among the members of the family. I also suggested 
in a speculative way some of the differences in buying behavior 
that might be expected to result from these differences in family 


type. 


5. There are differences in what families regard as getting 
ahead in life which result in significant differences in buying be- 
havior. One of the latest experiments in basic research at 
Alderson & Sessions was to use a survey concerning educational 
plans for children as a way of getting at long-run aims of the 
family. Certainly families differ as to the relative values placed 
on the accumulation of property on the one hand or advancement 
in cultural and social status on the other. Basic differences in 
long-run aims are bound to influence both long-run and short-run 
buying behavior. 


6. Choice in the absence of scarcity will vary according to 
the differences in modes of pleasure seeking as, for example, a 
general orientation toward the repetition of experiences which 
have proved pleasurable in the past or toward novel experiences 
which seem pleasurable in anticipation. This hypothesis moves 
over into the field of consumption as compared with consumer 
buying. So little work has been done in this area that some re- 
search is needed before we can even begin to formulate mean- 
ingful hypotheses. Basic research in this area would carry mar- 
keting over into the realm of esthetics rather than economics 
dealing with capacity to enjoy as a limiting factor as compared to 
restrictions on the availability of goods. 
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7. The business firm is a behavior system which survives 
and prospers by satisfying the expectations of those who partici- 
pate in its activities. In a marketing organization there is an 
equilibrium relationship which should be investigated between the 
annual growth of the firm and the increase in expectations re- 
quired to hold or attract the kind of executives the firm must at- 
tract to maintain its growth rate. 


8. In reaching a decision on marketing policy or strategy 
there is an optimum point in time for making the decision repre- 
senting a balance between information available for shaping the 
decision and time remaining to influence the situation to which 
the decision applies. 


9. The effectiveness of a group operation in marketing in- 
volving, for example, a manufacturer as compared to his dealers 
and distributors depends in large part on the definiteness of the 
two-way commitments involving responsibility for performance 
in the one direction and in the other direction support with facil- 
itating resources and encouragement with suitable rewards. 
Fixing these commitments is the substance of negotiation. 


10. The marketing executive, deciding between alternative 
strategies, is dealing explicitly with risk functions in which es- 
timates of relative yield are weighted by estimates of the relative 
chances for success. Only after the basic choice of plan has 
been made can he think of terms of marginal increments or 


decrements in effort or expenditure to achieve the optimum result. 


11. Competition on the part of companies using marketing 
analysis or devising marketing plans and strategies is neces- 
sarily competition for differential advantage. The chances for 
the survival or growth of any firm can be evaluated in terms of 
the uniqueness of its market position and the rate at which its 
existing differential advantage can be neutralized by competitors. 


12. One dimension of differential advantage is skill in or- 
ganizing marketing effort and particularly in achieving effective 
coordination in marketing channels. The most fundamental dy- 
namic factor in a free market economy is this competition for 
differential advantage in market organization. 


13. The place to start in increasing the efficiency of the 
marketing process is in the sorting out of products, customers 
and functions, so as to make available, the economies resulting 
from the routinization of repetitive or large scale activities. 
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14. Problem solving and programming are two related 
methods for coping with the uncertainties of the market place, 
one by restructuring the field of action and the other by better 
coordination of effort within the marketing agency. 


SELECTION AND TESTING OF RESEARCH TECHNIQUES 


The research designed to test any of these hypotheses 
could employ a variety of techniques and might lead to the de- 
velopment of some new ones. The major possibilities can prob- 
ably be classified under the headings of observational, experi- 
mental, consulting, interviewing, and comparative or historical 
techniques. Basic research in marketing deals with behavior 
and one of the most obvious ways to learn about behavior is to 
observe it. It is true that there are some difficulties in the way 
of getting good observational materials not influenced by the fact 
that the behavior is under observation. This is true of all such 
procedures as household panels and the study of consumer traffic 
and buying behavior in retail stores. 


On the other hand there are characteristic difficulties with 
respect to each of the other major methodological approaches. 
An experimental method sets up a small scale situation to simu- 
late what goes on in the market place. There are always some 
hazards in inference from a behavioral experiment to real life. 

A consulting technique provides an opportunity for intimate con- 
tact with subjects seeking help on such matters as household 
budgeting. The fact that they need help or agree to accept it can 
raise some questions as to how representative they are. The 
difficulties of interviewing techniques are perhaps greatest of all 
since respondents may be either unwilling or unable to give truly 
informative answers. Yet it seems clear that we must still 
place considerable reliance on interviewing surveys both in basic 
research and problem solving. The comparison of marketing 
situations or systems from place to place or from one historical 
period to another often founders on the shoals of inadequate sam- 
pling when an attempt is made to draw general inferences. 


In our basic research efforts at Alderson & Sessions we 
have leaned toward the experimental approach. Certainly all of 
the other approaches have an important place. While it is diffi- 
cult to design valid experiments in any of the social sciences our 
results, as reported in various places, make us optimistic con- 
cerning the future contributions of this technique to basic re- 
search and to marketing science. 


While one product of science is valid generalizations, the 
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scientist is almost equally concerned with validating his tech- 
niques. Marketing as an applied science is intensely concerned 
with determining the best available methods or developing better 
methods for such purposes as measuring the results of adver- 
tising or determining the motives of consumers. It would be too 
bad if discussion of the relative merits of techniques was con- 
fined to debate between proponents of one technique or another. 
One side might carry the day because of more plausible argu- 
ments but without anything that could be regarded as scientific 
evidence of the superiority of the method advocated. 


Science makes up its mind about the merit of a particular 
technique in various ways. One way is by having an experiment 
repeated by several different researchers. If they come out with 
generally consistent results, there is a presumption that the 
method is stable and objective and does not depend on the tem- 
perament, experience, or judgment of the researcher for the 
results obtained. Even stability in the results, however, still 
leaves open several important questions. If it is a measurement 
technique, just what is being measured by the technique followed? 
Is this the correct thing to measure in relation to the range of 
theoretical and practical uses to which the measurement will be 
put? Can the same or substantially the same precision of mea- 
surement be obtained by less costly methods? To answer some 
of these questions repeated application of the same technique is 
not enough. Ways must be found to test one technique against 
another. Suppose the technical problem is to find two symbols 
to use in identifying blind packages for product testing and the 
requirement is that these symbols be neutral in the sense that 
they do not introduce bias into consumer choice. If the research- 
er was interested in the technique rather than the substantive 
problem he would put exactly the same product in the packages 
rather than two different products. The only difference would be 
that one package was market A and another B or one product 
marked 1 and the other 2. By running two separate tests in suf- 
ficiently large populations it would thus be possible to determine 
whether the tendency to choose A over B was greater than the 
tendency to choose 1! over 2. 


If relative cost is a major consideration in choosing be- 
tween two methods, a first level of testing may consist simply in 
determining whether they do or do not give different results. 
Hugh Wales has reported briefly on an experiment at the Univer- 
sity of Illinois in which the sentence completion technique was 
compared with certain projective techniques. We were told that 
there was no significant difference in the results obtained by the 
two methods. It would follow, therefore, that for the type of 
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problem on which this test was made the researcher would be 
justified in using the cheaper of the two techniques. If the cheap- 
er method was sentence completion it might be adopted as a 
standard technique, at least until a projective technique was de- 
vised which gave significantly different results. 


A somewhat more elaborate procedure might be required if 
the predictive value of two techniques was to be compared. Thus 
a basic research program on techniques to uncover consumer 
motivations might be conducted in connection with a continuing 
consumer panel. It will be assumed that this panel would be of 
such a nature as to generate reliable information on the kinds of 
choices which members of the panel were making month after 
month. Two or more methods of predicting these choices might 
be used in advance and then tested against later developments. 
This procedure would be particularly appropriate if the problem 
was to determine the differences in choice that could be expected 
as between members of the panel varying by income, family type, 
or in accordance with some tests previously administered for the 
purpose of classifying personalities. 


All basic research has something to do with both substance 
and technique. The only difference is as to relative emphasis. 
In research set up for the purpose of testing techniques the direct 
result would be to aid in the more discriminating choice of 
methods to be used either in solving practical problems or in 
carrying On basic research. There would doubtless be a consid- 
erable secondary yield, however, of results having to do with the 
substance of marketing generalizations. To test methods it would 
ordinarily be necessary to apply the methods to some subject 
matter and this would almost certainly throw some light on the 
subject matter. If it would not lead directly to confirmation or 
revision of hypotheses it might be very fruitful in suggesting pro- 
cedures which could be applied in testing hypotheses. 


FINANCING BASIC RESEARCH 


Basic research in marketing as in other disciplines must 
remain essentially in the domain of the universities or of non- 
profit research foundations. Research that would serve to sus- 
tain or falsify any of the fourteen propositions listed above would 
usually be beyond the means of candidates for master's or 
doctor's degrees. The function of the thesis, in relation to basic 
research, should perhaps be confined to suggesting hypotheses 
or to clarifying or illustrating one that has already been formu- 
lated. A single case study could be a useful research project in 
relation to marketing theory if conducted in the light of some 
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hypothesis and if the results led to a reformulation of the pro- 
position or further light on the range of its application. 


Basic research which will advance marketing theory and 
science will generally have to be undertaken under faculty lead- 
ership and with the support of substantial grants. The mere size 
of the expenditure, of course, is no guarantee of significant re- 
sults unless the project is related to a falsifiable proposition of 
some importance and the fact finding and analytical machinery 
for testing it is well designed. 


Business support for basic research will probably be more 
readily available if the request emphasizes the testing of tech- 
niques as compared to the testing of hypotheses. A prospective 
business sponsor would probably be more optimistic at this stage 
about the forging of tools of general usefulness rather than the 
creation of a substantive science of marketing with broad appli- 
cations. Marketing perhaps does not have as much appeal for 
foundation sponsors as do the older social sciences. To gain ac- 
ceptance with such sources of finance is a marketing job which 
should be easier if presented in terms of marketing theory and 
specific propositions to be tested. 


Government support for marketing studies has been avail- 
able for some time from such sources as the Department of Ag- 
riculture and The Federal Reserve Board. These studies are 
usually designed in relation to some problem calling for solution 
but the problems are at least broader than those of individual 
concerns. Some of these studies will doubtless move more in 
the direction of basic research as their sponsors and those who 
execute them think more in terms of marketing theory. 


The physical sciences are the primary beneficiaries of de- 
fense expenditures although even here the sense of urgency for 
quick results may lead to a slighting of basic research. Building 
a peaceful world will require basic research in the social sci- 
ences, including marketing. The special advantage of marketing 
is that the conduct of business enterprise has current needs 
which may help to finance research with basic significance. The 
problems of organized behavior which determine success or fail- 
ure in marketing systems are at bottom of the same character as 
those which determine peace or war among nations. 
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Productivity in Marketing 


ROBERT D. BUZZELL* 
THE OHIO STATE UNIVERSITY 


Concepts and measures of productivity have received in- 
creasing attention from students of marketing in recent years. In 
part, this interest in productivity stems from the attempt to an- 
swer the traditional question ''Does distribution cost too much ?"! 
Productivity measures are also sought for use in the control of 
marketing operations, as shown in the system of ''production unit 
accounting'' recently adopted by the National Retail Dry Goods 
Association. In this paper I shall discuss the methodology used 
and conclusions of my research into productivity in one area of 
marketing. 


Despite a general recognition of the need for measures of 
productivity in marketing, no generally acceptable methods of 
analysis have yet been developed. Accordingly, a major purpose 
of my study was to devise a workable approach to the measure- 
ment of marketing productivity. In the course of doing this, 
productivity concepts and measures in general were examined 
and critically evaluated. An approach was then formulated and 
applied to two groups of wholesalers, the drug and hardware 
trades. Measures of labor and capital productivity for these 
wholesalers were constructed for the Census of Business years 
1929, 1935, 1939, 1948, and 1954. 


MEANING AND SIGNIFICANCE OF PRODUCTIVITY 


A basic problem in the measurement of productivity in mar- 
keting and elsewhere arises from confusion and disagreement 
over the meaning of productivity. Productivity is properly de- 
fined as a ratio of output - the results of production - to the 


*Robert D. Buzzell is Assistant Professor of Business 
Organization at The Ohio State University. Before this he was 
Assistant in Marketing at the University of Illinois, where he 
received an MS degree. Professor Buzzell received a PhD 
degree from Ohio State in 1957. He served as editor of the 
proceedings of the Winter 1956 AMA Conference, entitled 
Adaptive Behavior in Marketing. He is the author with T. N. 
Beckman of a recent article entitled ''Productivity-Facts and 
Fiction'' which appeared in Business Horizons. The basis for 
this paper was the research he did for his PhD dissertation. 
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corresponding input of economic resources, both during a given 
period of time. Productivity ratios vary greatly in scope, de- 
pending on whether they reflect output and input for an entire 
economy, an industry, a firm or establishment, or an organiza- 
tional unit within a firm such as a department. Productivity 
ratios also vary in that output may be related to different types 
or classes of input or subdivisions of a given kind of input. 


The significance of productivity measures arises primarily 
from their usefulness in evaluating performance. Productivity 
ratios show the degree to which business enterprises accomplish 
their objectives, or outputs, and at what cost in terms of re- 
sources or inputs expended. Thus the productivity of an enter- 
prise is a basic determinant of its profitability and of the level of 
wages it can afford to pay. Ina broader sense, the productivity 
of the marketing system as a whole is a major determinant of the 
standard of living of the consuming public at large. 


MEASUREMENT OF PRODUCTIVITY IN MARKETING 


The difficulties encountered in measuring productivity in 
marketing arise from certain special problems peculiar to the 
field as well as from the general problems of productivity meas- 
urement in any field. The most important special problem is 
that of devising stable and meaningful units of output, which in 
marketing consists of the intangible values created through the 
performance of marketing functions. Because these values are 
intangible, they are far more difficult to quantify than are the 
physical outputs produced in manufacturing, agriculture, or 
mining. 


The procedure employed was to measure marketing output 
in terms of value added, which represents the net addition to the 
value of goods at a given stage in the marketing channel. For 
purpose of trend measurement, value added was adjusted by a 
price index. Output was related to labor input, measured in man- 
hours of all classes of labor, and to capital input, measured in 
dollar value of all assets employed. While this measurement 
technique has certain limitations, it is the only way in which the 
overall output of a wholesale or retail business can be condensed 
into a single measure. 


PRODUCTIVITY OF DRUG AND HARDWARE WHOLESALERS 


The findings of the study conflict with popular beliefs that 
the productivity of wholesalers is static or declining. Both drug 
and hardware wholesalers increased their output per man-hour 
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by about 20 per cent between 1929 and 1954. In the period 1948 
to 1954, drug wholesalers achieved gains of almost 6 per cent 
annually, which compares quite favorably with the rate of in- 
crease for drug manufacturers in the same period. 


Surprisingly, capital productivity has increased at a sub- 
stantially greater rate than labor productivity in both trade 
groups. Drug wholesalers' output per dollar of capital invested 
was 46.5 per cent higher in 1954 than in 1929, while hardware 
wholesalers achieved a gain of over 83 per cent. This probably 
reflects the improvement in inventory turnover made by both 
groups, since merchandise inventory is the largest single asset 
item in both cases. In the period 1948 to 1954, when many 
wholesalers modernized their warehouse buildings and installed 
mechanized handling equipment, output per dollar of assets 
actually declined in both trade groups. 


Although the productivity of drug and hardware wholesalers 
has increased, so have the prices which they charge for their 
services. A partial explanation for this lies in the fact that wage 
rates have increased faster than real output per man-hour. Fed- 
eral taxes have also gone up substantially, which contributed to 
the rise in prices. 


These conclusions are intended merely to illustrate the 
kinds of analysis which can be made with measures of produc- 
tivity. If similar data were available for all or most wholesale 
and retail trade groups, a significant contribution would be made 
to our knowledge of the marketing system. 


The two case studies made indicate that the approach is 
workable. Its application on a broader scale can be of great 
value in the study of marketing. Likewise, the use of produc- 
tivity concepts by executives for controlling operations will pro- 
vide a useful tool for marketing management. This, in turn, 
may ultimately contribute to the well-being of the consuming 
public through a more effective and economical performance of 
marketing tasks. 
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Bases and Bounds for Integration of Firms 


and Functions 


MORRIS A. ADELMAN* 
MASSACHUSETTS INSTITUTE OF TECHNOLOGY 


The many successive functions, from primary products to 
final c nsumption, may be joined or separated, depending on 
whether the additional costs are covered by additional receipts. 
Therefore, vertical integration (whether by ownership or con- 
tract) cannot be discussed apart from price structures, price 
discrimination, and their coordination by a market process under 
varying degrees of competition and monopoly. 


This paper is concerned primarily with integration in the 
absence of physical economies or diseconomies, as is generally 
the case in marketing. Vertical integration may exist by chance. 
Or a growing concern may integrate to escape or ease chronic 
shortages of productive factors either 'earlier'' or "later". 
Customers and suppliers have an advantage in knowing of un- 
usual profit opportunities. Or, vertical integration may be a 
means of diversification, but only to a modest extent, since 
diversification pre-supposes statistical independence of profit 
centers. Although the subject is very complex, I may summar- 
ize my conclusions about vertical integration below. 


1. The most important sources of vertical integration are 
excess capacity and limited knowledge of markets. In the case 
of excess capacity, vertical integration may be the means to 
higher volume which is disproportionately profitable when in- 
cremental cost is below average cost. There is a social as well 
as private benefit to primary producers and consumers; the 
division of gain depends on the respective supply and demand 
elasticities. 


Vertical integration may be self-limiting, lowering prices 
generally, forcing the exit of high cost facilities from the mar- 
ket and permitting the remaining units to operate at capacity. 


*Morris A. Adelman is Associate Professor of Economics 
at Massachusetts Institute of Technology. He is well known for 
his work in the field of anti-trust legislation. He receiveda 
PhD degree from Harvard University in 1948. 
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2. Excess capacity may also lead to price discrimination, 
or selling and advertising outlays, or both. But absent success- 
ful monopoly, these may singly or together eventually increase 
the pressure to integrate by increasing the possible savings. 


3. In isolated markets, vertical integration may be a 
means of by-passing local monopsony and securing a higher re- 
turn (i.e. , a competitive price) for primary producers. 


4. The Robinson-Patman Act largely thwarts the transla- 
tion of cost differences, among them those resulting from vary- 
ing degrees of vertical integration, into price differences, as 
would result from competition. It does this by providing a safe- 
guard for collusive understanding without the need of any com- 
munication among sellers. A current Senate bill, S. 11, aims 
to strengthen the collusive effect of the Act, i.e., the expectation 
that all sellers will continue to charge the higher price. The 
effect is to penalize some forms of vertical integration, but en- 
courage others. 


5. Effective management control of vertical integration 
may be difficult because its economies are joint between "earlier" 
and ''later'' stages, and not allocable to either. On the principle 
that incremental costs and profits of integration are calculable, 
though not average costs, it is suggested that transfer should 
always be at market price; that for a make-or-buy decision, all 
profit should be imputed to the stage to be added; for pricing 
decisions, to the "later'' stage; with output always cut off when 
market price equalled incremental cost. 


6. Vertical integration may serve to spread or amplify a 
pre-existing monopoly position. The analysis of such a market 
must begin by identifying the monopoly element. Moreover, if 
most of the product by-passes the open market, the latter be- 
comes ''thin'' and unstable. 


7. The Anti-trust laws are uneven in their effects. The 
Sherman Act has generally operated to maintain ''competition"' 
in the sense of better use of resources - higher output and lower 
prices - by limiting market power. The Robinson-Patman Act, 
on the contrary, has generally promoted ''fair'' competition, 
i.e. , protection of vested interests by conferring some market 
power upon them. This ambiguity or conflict of policy is basic 
to all the laws, and is becoming particularly evident in the ad- 
ministration of the Anti-Merger Act of 1950. Because vertical 
integration may on the one hand lower cost and exclude the less 
efficient or may on the other hand result in extending market 
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power, it is likely to be involved in anti-trust litigation, some 
actions based on principles which conflict with those underlying 
other actions. 
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Relevant Management Decisions in the 
Integration of Firms and Functions 


CHARLES C. SLATER* 
SUPERMARKET FOODS, INC. 


Professor Adelman in the preceding paper has succinctly 
established a frame of reference for examining vertical integra- 
tion and presented a keen analysis of the areas in which man- 
agement needs to assess the alternatives when the decision to 
integrate looms. 


Shifting responsibility for a primary activity in the verti- 
cal flow of product, as Mr. Adelman points out, concerns not 
merely those matters of form and legal limitations, but involves 
the basic policies ot the firm and these are generally the respon- 
sibility of the major policy makers and the promoters of the 
firm's finance. 


THE ESSENTIAL DECISIONS 


The key decision for this management group is to deter- 
mine whether or not the firm assuming the function will be suf- 
ficiently improved in profit to accomodate the added investment, 
risks, and set up costs. This involves answering: first, what 
are the causes of the market imperfections and are they of suf- 
ficient expected duration to warrant the costs of acquisition? 
And second, what are the forms of organization and transfer ac- 
counting that will maximize control over the newly acquired op- 
eration and provide as much flexibility as can be sustained? 


*Charles C. Slater became Vice President of Supermarket 
Foods, Inc. in July of 1957. Previously he had been Director 
of Marketing Research for Omar, Inc. He received his BS, 
MA and PhD degrees from Northwestern University. A former 
teacher of marketing at Loyola University and Roosevelt Uni- 
versity of Chicago, he has been engaged in economic and mar- 
keting research in the food business for the past several years. 
He has been a consultant to the Department of Agriculture and 
O.P.S. as well as several food firms. He is author with Wm. 
G. Panschar of a recent two volume economic study, Baking in 
America. 


186 


f 
j 


VERTICAL INTEGRATION IN MARKETING 
THE HISTORY OF DETERMINANTS 


It would be of primary importance for the management as- 
suming or relinquishing control of a given function to be satisfied 
as to the causes of the market imperfections. They should be 
satisfied that profits would be maximized by a ''vertical"' shift in 
the location of specific functions. Essentially, this boils down to 
examination of the cost-price spread for the particular function 
under consideration. It is not the current cost that needs detail- 
ed study but the expected cost of performing the function under 
the new conditions of assured supply or market. 


To do this it is often necessary to determine how the mar- 
ket got into the situation where it failed to provide the needed 
complex of services at prices that do not invite entry vertical or 
otherwise. Mr. Adelman lays much of the blame for market 
failure to chronic excess capacity. I believe this to be fully 
justified. 


TECHNOLOGICAL FACTORS 


Marginal costs for various levels of output can be changed 
by changing the technology employed by some or all of the plants 
in the industry. Cumulative minor shifts in the techniques of 
production have been generally in the direction of getting in- 
creases in output by relatively minor changes in the production 
processes of extant plants. For example, material handling 
equipment improvements have had an impact on most food pro- 
cessing and distributing industries in the last decade. Installa- 
tion of such equipment increases the fixed expenses but reduces 
the marginal cost of output. Capital rationing seems to be not 
stringent enough in most markets of few sellers to prevent this 
from developing. Moreover, such regulatory efforts as wartime 
price control and rationing had the effect of permitting capital to 
build up to a point where re-investment after a period of regu- 
lated prices can yield substantial changes in plant output level. 
In truth the, market failure occurs when ineffective capital ra- 
tioning permits capacity to grow beyond demand. 


If technological changes are primarily responsible for the 
excess capacity, buyers of sufficient bargaining strength to carry 
out the threat of acquiring their own facilities could strike a bar- 
gain with one or more suppliers at prices ranging from current 
market down to marginal costs, which would probably be below 
average cost. The system would be self correcting because such 
removals from the full price market would tend to eliminate some 
of the remaining high cost producers. Unless all producers 
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could be induced to stick together behind the weak ramparts of 
the Robinson-Patman Act such destructive price descrimination 
is likely to ensue. 


Firms faced with excess capacity spawned by technological 
changes are not likely to arrive at this unrewarding solution with- 
out attempts to influence their own demand schedules by increased 
sales costs. Of course sales costs could be increased because of 
changes in the character of demand as well as by technological 
changes within the industry. Sales costs per unit can rise be- 
cause of demand increases, as cited by Adelman, or perhaps of 
equal importance because of demand declines. A downward trend 
of demand such as has been experienced by the flour milling in- 
dustry might not encourage backward vertical integration into this 
activity, but it apparently has influenced forward vertical integra- 
tion into cereal and packaged mix businesses as means of diver- 
sifying to protect against the declining primary market demand. 


DISTRIBUTIVE FACTORS 


Of fundamental importance in food processing industries 
with which I have some acquaintance is the rising selling costs 
induced by the concentration of the distributive outlets into the 
hands of fewer and larger food distributing organizations -- chain, 
cost-plus and co-op. This has induced considerable backward 
vertical integration. The sales cost increase for processors has 
developed because, as Adelman states, ''the distributor wants 
nothing from his supplier but the bare physical goods.'' Proces- 
sors' distributive systems for bakery products, meat products, 
dairy products, frozen foods and many dry grocery items have 
become less efficient as a larger share of the total product has 
gone through private label and controlled label channels. The 
Robinson-Patman Act seems not to have been too important a de- 
terrent to food distributors that want to circumvent the manu- 
facturers distribution costs and acquire private label goods. 
Soaps, soups and cigarettes remain today the major foodstore 
lines that have been unaffected by this circumvention of manu- 
facturers distribution channels. The higher the sales costs rise, 
because of declining volume passing through the sales channel, 
the greater the pressure by the remaining customer groups to 
acquire the controlled label product. It seems to me that today 
much of the food industry is involved in a struggle to see who will 
provide the dominant selling service - manufacturer or distribu- 
tor. The buyer seems to have the advantage in the struggle today. 


The management of a firm contemplating integration verti- 
cally would be able to judge the duration of the market imperfection 
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that can be circumvented by integration, through an appraisal of 
the causes of the market breakdown. Excess capacity in the 
production end of the business can be treated as one problem, 
but excess capacity in the distributive system becomes another 
problem, to be dealt with in another fashion by the firm trying 
to circumvent the market. 


Adelman has dealt well with the solutions that might be 
sought when excess capacity is the symptom of market failure, 
that is price discrimination, advertising and selling expendi- 
tures, and the various forms of integration. I have attempted 
only to add emphasis to the point that the cause of the excess ca- 
pacity may well dictate the kind of solution that will be sought to 
ease the market tensions and that backward vertical integration 
is most prominent, needing a different set of decisions than 
forward integration. 


THE DECISIONS OF ORGANIZATION 


The form of organization of the integrated activity will 
certainly be influenced by the cause of the market imperfections. 
The choice of sales contract, merger, purchase, joint venture 
or other systems rests as much with the likely duration of the 
market failure as any other factor. The form of organization is 
also influenced by the previous conduct of competitors, making 
the problem truly dynamic. The initial crack in some manu- 
facturers' distributive systems has been when a major food chain 
has bought or built a plant. Later entrants often find the proces- 
sors receptive to contract arrangements. Important changes are 
occurring in the baking industry today, as manufacturers absorb 
the growing significance of this demand and attempt to adapt to it. 


The transfer price or contract price presents another set 
of problems for the integrated operation. Adelman points out the 
pitfalls of accumulated cost pricing and of market pricing. The 
former passes on to the buying agency all the benefits of the joint 
operation, while market price transfer garners all of the gains 
of the joint operation to the supplying agency. An alternative that 
has some merit is to establish a price for transfer that approxi- 
mates the long run average cost at optimum output. The purchas- 
ing agency is then assessed a declining overhead penalty for 
quantitites that are less than the optimum output level. Our firm 
now has some contracts of this type. This arrangement provides 
an incentive to both producing and distributing agencies that gets 
at the primary economic cause of the integrated venture, i.e. 
failure to utilize full capacity. The integrated operation is in 
fact losing a degree of freedom as a market transaction is fore- 
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gone to gain optimal production runs and reduces sales costs. 
The defenses against this are primarily through diversification 
via either actual or potential alternate outlets for the producing 
center. When ownership does not shift with the control of the 
function, establishing this defense is a major decision of the 
relinquishing firm. 


CONCLUSIONS 


The relevant management decisions appear to involve con- 
siderable stress on dynamic and historic factors in order to pro- 
vide a fair comparison of current price to costs of providing the 
integrating agency with a modified package of goods and services 
with assured supply or market. Integration has always the ad- 
vantage of eliminating the "high cost of persuasion" and generally 
the option of tailoring distribution to provide an outlet for optimum 
plant utilization. With these advantages inherent in vertical inte- 
gration it is something of a tribute to market performance that we 
do not see more vertical integration in markets today. 
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Procurement of Supplies for Retailing 


PAUL A. BAUMGART* 
SAFEWAY STORES, INC. 


INTRODUCTION - DEFINITION OF TERMS 


For discussion of my topic, ''Procurement of Supplies for 
Retailing, '' in the context of ''Vertical Integration in Agricul- 
tural Marketing, '' I would first like to explain what these terms 
mean tome. This is how I would define them, at least for the 
purpose of this paper: 


"Retailing": Perhaps clear enough. Those activities 
surrounding the final sale of final products to the ulti- 
mate consumer. 


"Supplies": Interpreted here to refer to grocery store 
products for resale to the ultimate consumer--in this 

case, food products and numerous rather closely re- 

lated non-food items. 


''Procurement'': Means to me, at least, all those 
activities involved in the retailer's acquisition of the 
products offered for resale through the retail store... 
the locating of supplies, the buying, the transactions, 
the business practices, the techniques, agreements, 
contracts, and payments--that go into where, how, 
when, and in what form, a retailer first gets possession, 
takes title, or at least acquires an interest in those 
products which will ultimately be displayed on his store 
shelves. 

"Agricultural Marketing'': I would adopt the basic per- 
spective of ''A Concept of Agribusiness'' (so ably developed 


*Paul A. Baumgart is Manager of the Economic Research 
Department of Safeway Stores, Inc. Prior to affiliation with 
Safeway in 1947, he was employed by Armour & Co. in Chicago, 
and served as a USNR Supply Officer during World War I. In 
1942 Mr. Baumgart received his AB from the University of 
Chicago, where he also took graduate work in Statistics in the 
School of Business Administration. 
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by Davis and Goldberg), , and perhaps even extend it. 
That is, I would view agricultural marketing as including 
all the extractive, processing, and distributive functions 
and services involved--everything that goes on from the 
farm and the seed, right through to the final consumer's 
purchase from the retail store shelf (and at times on 
into the home and kitchen). 


I definitely want to depart from any idea that stages 

in agricultural marketing can or should be separated 
into neat, mutually exclusive compartments. More 
confusion than clarity is created if we try to draw 
sharp dividing lines between "agriculture" and 
"business''; between ''production"' and ''marketing"'; 

or in the "'distributive'' phases, between '"'primary 
receiving", ''wholesaling", ''jobbing'', and 


"Vertical Integration": A forbidding and fearsome term. 
As simply and as unemotionally as possible for the purpose 
at hand, I would define itas..... 


That situation when 
two or more separable steps 
in agricultural marketing (as broadly defined above), 
that could be performed by separate firms or 
agencies, 
are performed instead by the same firm or 
agency-- 
whether under a single management, closely 
related and controlled managements, or volun- 
tarily affiliated independent managements. 


REASONS FOR VERTICAL INTEGRATION 
IN PROCUREMENT BY RETAILERS 


Other papers will no doubt cover the factors relevant to 
management motivations and decisions toward or away from inte- 
gration--along with types and forms, opportunities and limita- 
tions, and broad economic effects of vertical integration in agri- 
cultural marketing. It is probably appropriate here, therefore, 
to discuss only briefly the question of why, and under what cir- 
cumstances, vertical integration of procurement activities is 


1 John H. Davis and Ray A Goldberg, A Concept of Agri- 
business (Boston: The Alpine Press, Inc., 1957). 


VERTICAL INTEGRATION IN MARKETING 
considered or undertaken by grocery retailers. 


First of all, retailers are by definition at the end of the 
line of agricultural marketing. Their primary business is the 
final sale to the ultimate consumer. But any product that is 
sold must first be procured, in one form or another, by one 
method or another. Obviously, therefore, any vertical inte- 
gration by retailers must of necessity be in the procurement 
side of their business--that is, in the direction toward the origi- 
nal source of their supplies. 


Beyond that rather simple fact, I believe that the reasons 
and circumstances bearing upon vertical integration by grocery 
retailers are about as numerous and varied as the groceries they 
handle. Each situation calls for its own, individual analysis. 


Without attempting to cover the many ramifications, let 
alone get into an evaluation of each factor, let's simply note 
some of the major types of strictly economic questions that 
would arise in a chain food retailer's consideration of vertical 
integration--whether or not to integrate, when, to what extent, 
and how. Incidentally, I shall use the term "'chain food retailer"! 
in these questions and throughout the remainder of this paper, 
as a convenient designation of all types of multi-unit grocery 
retailers--the so-called cooperative buying groups of retailers, 
and the wholesaler-sponsored voluntary chains of independents, 
as well as the corporate chains. [intend here merely to pose 
some of the questions, just to suggest the multiplicity of prob- 
lems a grocery retailer faces with regard to his procurement. 


There are questions as to whether existing sources and 
channels of supply do or could provide the quantities, the 
varieties, and the qualities needed for chain retailing: 


Are sufficient quantities continuously available for 
stocking in all of the chain's stores? Can the chain 
be assured that quantities from outside sources will 
be adequate to support retail advertising and pro- 
motion of an item? Are supplies likely to be dis- 
rupted by seasonal shortages, or lag-times of 
transportation from distant sources ? 


Are the quality standards and practices of outside 
suppliers sufficiently high and uniform to assure 
continuous satisfaction of the chain's customers ? 
Is there neutral, independent grading? Can the re- 
tail chain have confidence in using cost-saving 
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methods of buying by specifications ? Or must the 
retailer reinspect every shipment, or every item? 
On carcass meats, for example, can the chain re- 
tailer be assured of continued, country-wide adher- 
ence by outside suppliers to the weights, quality, 
age, and trim that are required for the reputation 
he wishes to maintain? 


There are questions as to price structures and costs and 
services of existing suppliers: 


Do price structures, differentials, and discounts 
reflect the cost-savings the supplier realizes in 
selling and delivery? 


With respect to warehousing and delivery to stores, 
can the multi-unit retailer do it cheaper himself, 
through an outside wholesaler, or by having each 
supplier make store-door delivery? And if all 
suppliers delivered to the stores, could parking 
lots be built large enough to accomodate any 
customers in addition to the delivery trucks ? 


Are outside suppliers' plant locations, their proces- 
sing facilities, and their distribution methods, set 
up on a low enough cost basis to permit the profitable 
handling of their products by chain food retailers? 
Is there an adequate retailing margin left over, after 
all costs of merchandise, to sell any volume of the 
product at prices the consumer will pay? Would it 
be possible to reduce some of these pre-retailing 
costs, or ''marketing charges''....perhaps by taking 
out some of the people, the unessential transactions 
or frictions, or the red tape, between the original 
producer and the retail shelf? Could the multi-unit 
retailer find the facilities, the labor supply, the 
management know-how, to do the job more efficiently 
..and thus be able to share the cost-savings with 
ultimate customers, stockholders, and producers, too. 


How can the retailer find out the answers to these 
questions of price structures and costs? What sort 

of ''yardsticks'' are available? Does it take acquisition 
and operation of the processing facilities? Or can it be 
learned through custom-contracting, with a full ac- 
counting? Or will market and economic research 
suffice ? 


I 
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There are questions of whether through vertical integration 


a grocery retailer could make money within the integrated 
supply function itself, or perhaps just enhance his profits 
at the retailing level, or maybe promote general industry- 


wide lowering of over-all marketing costs....or all of 
these at the same time: 


Is there a ''gold mine" in processing, or certain 
stages of distribution prior to retailing? If so, 
does the retailer have the funds, or could he afford 
the dispersion of managerial skills? What would 
be the relative yields--the comparative returns on 
investment of capital? (The abandonment of sus- 
tained government easy-money policies has surely 
sharpened considerations such as these. ) 


Can returns from grocery retailing be adequately 
assured or enhanced, without any integration of 
ownership, but rather just through cooperative 
discussion and encouragement of improvements 
in production, processing, and pre-retailing 
distribution ? 


And finally, there are very important questions of how 
just to keep up with the exceedingly fast pace of com- 
petition that is characteristic of grocery retailing: 


What products, brands, and services--integrated 
or not--are necessary for a chain to please and 
keep its customers? To what degree is integrated 
procurement essential to a multi-unit retailer in 
order to give his stores an ''exclusive" in the 
minds and shopping habits of consumers? 


Will private labels, or price-discounted brands, 
help to identify and differentiate the firm's stores 
from those of competitors? Is it not necessary, 
for example, for the firm to offer its own bag 
coffee from its own integrated coffee plant, when 
other multi-unit retailers do? If a discount price 
brand of a procuct can be obtained from an outside 
supplier at all, can the retailer be assured of its 
continued availability, on a continued cost-savings 
price basis, in adequate volume, and with a 
maintenance of uniform, satisfactory quality ? 


In other words, what does it take, at the hotly 
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competitive retail level, to keep or increase that 
steady stream of customers that is so vital to large- 
volume, low-margin, chain food retailing ? 


I do not pretend that this listing is anywhere near complete, 
Nor would I presume, as an economist, to be able to detail- 
factor-by-factor and step-by-step--just how operating manage - 
ment decisions are made, with regard to ''vertical integration, '' 
"non-integration,'' or ''de-integration. '' But I hope that these 
questions have indicated some of the problems, in connection 
with "integration"' and ''procurement,'"' that are continually facing 
chain food retailers. And they are continuing problems. I can 
assure you that procurement setups are subjected to continuing 
review, re-examination, and re-appraisal, in chain food retail- 
ers' continuing attempts to offer better products and better serv- 
ices at lower costs. 


BROAD QUESTIONS AS TO EXTENT AND TREND 
OF VERTICAL INTEGRATION BY RETAILERS 


Now, having defined the terms, and having left some ques- 
tions open on the ''whys"' and "hows" of vertical integration by 
grocery retailers, I have really just three basic points to submit 
in the rermainder of this paper. These points bear upon the 
present extent and the trends of vertical integration in retailers' 
procurement of supplies. On three rather general propositions, 
stated as questions, I will give my answers....or at least my 
personal opinions: 


1. To what extent can retailers--chain grocery retailers, 
in particular--be said to be ''vertically integrated" in 
their procurement of supplies ? 


. Is ''vertical integration'' by food retailers increasing 
...either through (a) more retailers integrating their 
procurement, or (b) retailer integration reaching 
further back into marketing channels? 


. Is the flood of new products and services likely to in- 
crease ''vertical integration'' in procurement by 
retailers; or may it lead to some ''de-integration" of 
certain functions that have been traditionally consid- 
ered within the province of ''retailing''? 


VERTICAL INTEGRATION IN MARKETING 


EXTENT OF VERTICAL INTEGRATION 
IN CHAIN FOOD RETAILING 


The first question is the extent to which retailers--chain 
food retailers, in particular--can be said to be ''vertically inte - 
grated" in their procurement of supplies. 


My answer is that no meaningful statement can possibly be 
made in absolute, generalized terms. Vertical integration ex - 
ists in grocery retailing--but in such a variety of types and de- 
grees that a commodity-by-commodity, firm-by-firm analysis 
would be required for any adequate description. 


I do not have comparative figures --and I know of no reli- 
able measurements--that could tell us conclusively whether 
there is more or less vertical integration in food retailing than 
in other retailing, or more in the entire food industry than in 
other industries....if, indeed, such comparisons would be 
relevant in the first place. 


But I do know that procurement of supplies in chain food 
retailing is characterized by an extreme diversity of types and 


degrees of vertical integration--with variations from firm to 
firm, from area to area, from product to product, and from 
brand to brand--rather than by any broad, general presence or 
absence of vertical integration. 


Now, that may appear as obvious and self-evident. But I 
believe it is an important fact that is often overlooked, or too 
glibly glossed over in generalities, by economists as well as by 
others who may at times state or charge that chain food retailers 
--in general--are "highly integrated, vertically." 


Let's take some examples of chain grocery retailers' pro- 
curement of resale items 


First of all, most of the dry grocery items in chain food 
stores, and in some areas meats and produce, are put 
through the chains' own warehouses --or distribution cen- 
ters, as the newer facilities are known. Warehousing by 
chain retailers could very properly be considered a 
"wholesaling" rather than strictly a ''retailing'' function. 
So, to that extent, most operators of multiple retail out- 
lets --including the cooperative and voluntary chains -- 
are vertically integrated. In fact, the vertically inte- 
grated ''wholesaling" or ''pre-retailing'' services of bulk 
buying, warehousing, breaking bulk, and local delivery 
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to stores, have come to be quite normally accepted as 
being logically associated with the "horizontal integration'’ 
of a number of retail outlets--whether under a corporate, 
cooperative, or voluntary chain setup. 


But by no means do all groceries go through the chains' 
warehouses. ''Direct delivery'' items--purchased from 
outside independent suppliers and delivered directly to 
the stores--make up a significant proportion of total 
chain grocery sales, and substantial proportions of some 
of the more important commodity lines. With variations 
by companies and by areas, soft drinks, bakery goods, 
and dairy products are examples. Fresh meats, also, 
are very often purchased by the chain from the packer, 
his branch, or a wholesaler, for store-door delivery. 
And in the non-foods handled by rack-jobbers, we have 
an example of an almost complete lack of vertical inte- 
gration by the retailer. If anything, the retailer has 
"de-integrated'"' by delegating to the rack-jobber such 
"retailing'' responsibilities as ordering, maintenance of 
shelf stocks, and even the affixing to the item of the 
retailer's price tag. 


Among those foods that are warehoused by the chains, 
there are just about all degrees of vertical integration-- 
or lack of it--in their procurement. 


Now, of course, there are various criteria upon which 
one might judge the degree of vertical integration by the 
retailer. The proportion of total sales of a product-line 
sold under the retailer's private label might be one 
criterion, and perhaps the most popular. Another could 
be the number of steps in the marketing channels owned 
or ''controlled"' by the retailer--how far back he reaches 
toward the producer in his integrated procurement. Or, 
the degree of vertical integration might be judged by the 
proportion of the total ''marketing charges" or ''mar- 
keting margin" that the retailer assumes as his own 
operating costs, rather than in his ''first cost' of mer- 
chandise. But regardless of what criterion is used, or 
is most appropriate, we would find wide variations from 
commodity to commodity in the degrees of vertical inte- 
gration in procurement operations of retail food chains. 


Most of the eggs sold by some chains, for example, have 
gone through company-operated candling and cartoning 
plants, and are sold under private labels. But even with 
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eggs, purchases by the chain direct from producers or 
country assemblers are usually supplemented by pur- 
chases from wholesalers, or from other plants that pack 
primarily under their own labels. 


For a number of other commodities, quite a few chains 
operate their own processing plants and facilities. But 
the degrees of vertical integration vary widely, both 
from chain to chain and from area to area within a chain. 
Milk, for example, is in some areas purchased directly 
from producers or producer groups, processed in 
chain-owned plants, and sold under their own labels. 

In other areas, some or all of those chains may not even 
offer a private label of milk in their stores. 


I believe that most large chains roast and grind their 
regular bag and vacuum packed private label coffee. A 
few do their own importing. But probably most, at least 
in number, buy their green coffee from unaffiliated, 
independent importers. 


Many other products sold under the chains' private labels 
are not processed in retail chain-owned facilities, but 
are purchased on contract from both large and small 
processors. Private labels of frozen foods, wine, can- 
ned fruits and vegetables, and instant coffee, are quite 
typically purchased under contract from unaffiliated 
processors. 


To complete the range of degrees of vertical integration 
in procurement by chain grocery retailers, there are 
very substantial proportions of each chain's sales made 
up of whole product-groups in which the particular chain 
has no private label. With variations by chains, these 
may include such important lines as baby food, canned 
meats, soups, pastes, tobacco, health and beauty aids, 
cocoa, gum and bar candy, and paper products, among 
others. 


My reason for tracing through these examples is to em- 
phasize the diversity in types and degrees of vertical integration 
in retail grocery chain procurement. No doubt other fields of 
retailing would similarly show great diversities in forms and 
degrees of integration in procurement. But I believe that the 
variations in food marketing are probably extreme, because of 
the vast numbers of items handled--the multiplicity of foods to 
begin with, compounded by the large number and classes of 
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suppliers, with brand piled on product differences. 


In any event, I hope that these examples have helped make 
my point, that the question of a retailer's or an industry's ver- 
tical integration in procurement is not a matter of an absolute 
"yes'' or 'no''. Rather, it is a matter of degree, with a great 
deal of diversity both between and within firms. 


TREND OF VERTICAL INTEGRATION IN FOOD RETAILING 


The second general question which I would like to examine, 
and attempt to answer, is whether vertical integration in pro- 
curement by grocery retailers is increasing. What is the trend? 


My answer is that vertical integration is not a one-way 
street. It is not a case of snowballing--at least as far as chain 
food retailers are concerned. There are highly diverse trends 
underway, just as there are highly diverse degrees of integration 
presently existing. 


Perhaps in the past, and over a very long range of time, 
there are "'eras'' of advances and declines in moves toward ver- 
tical integration in each of the various segments of agricultural 
marketing, or ''Agribusiness"', channels. There are periods of 
growth and of decline in specialized marketing institutions - - 
trends toward, and away from, absorption of marketing functions 
and services by certain segments. 


I believe that a comprehensive study of food retailing today, 
with respect to vertical integration in procurement, would dis- 
close a maze of cross-currents--a more or less continuing state 
of flux, as one technique and then another is tried, proved, or 
disproved by one or another segment of agricultural marketing. 
To me, this reflects a healthy, competitive system of seeking 
out of the best production and marketing methods, for the great- 
est benefits to producers, consumers, and stockholders alike. 


In the field of food retailing, it is not hard to find instances 
of divestitures, as well as amalgamations, of vertically inte- 
grated procurement functions --divestitures that are strictly vol- 
untary and based on economic incentives. A few examples will 
illustrate this. 


In the past couple of years, while some retail food chains 
have acquired meat slaughtering or processing facilities, 
others have completed their programs of divesting them- 
selves of the ownership or control of cattle grazing, feeding, 
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or slaughtering that they got into in World War II OPA and 
quota days, in order to assure some share of the scarce 
meat supplies for their stores. 


Fruit and vegetable growers have frequently been urged 
by retail food chain executives to prepackage their own 
produce, and to develop better grading and marketing 
arrangements. Here is a situation where rather than 
"integrating backward" to get a job done, the retailer is 
urging the producer to "integrate forward. "' 


For assurance of year-round stability of both quality and 
quantities of eggs, a number of chain retailers had for 
some years been integrating toward distant sources of 
supply--setting up their own candling plants, assembly 
stations, and even operating routes to the farmer's door. 
In the last couple of years, on the other hand, egg pro- 
ducers have been encouraged to exert proper care and 
cooling of eggs right on the farm, and deliver them to a 
main highway pickup point, where an independently op- 
erated through-truck takes them directly to the consuming 
center. Advantages accrue to each party concerned, in 
terms of prices and qualities. But independent, non- 
contractual cooperation appears to be replacing former 
trends toward more vertical integration by the retailer. 


Thus, as to trends of vertical integration in procurement 
of supplies by retailers, we have--to borrow some terms from 
the ''non-social'' scientists--some rather important evidences 
of ''fission'' as well as of ''fusion"'. 


EFFECTS OF NEW PRODUCTS & NEW SERVICES 
UPON VERTICAL INTEGRATION 


The third general question that I posed was how the current 
flood of new products and services might be likely to affect any 
trends toward or away from vertical integration in the procure- 
ment of supplies by food retailers. 


My answer--or rather my opinion--is that the new products 
and services merely amplify the cross-currents discussed in the 
preceding section. 


The present deluge of new items, new flavors, new odors, 
new sizes, new brands, new ''built-in maid services,'' indeed 
compounds the retailer's problems--not only of finding and allo- 
cating shelf-space, but also of controlling inventories and of 
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handling procurement. Now, it might be thought that retailing 
problems due to new developments by suppliers might possibly 
lead to greater retailers efforts to ''control'' the supplies and the 
suppliers. But I think that view would underestimate the recog- 
nition by retailers that their customers exert the ultimate ''con- 
trol" over retailers and their suppliers alike. 


Personally, I cannot see why innovations and the growing 
multiplicity of items should have the effect of increasing vertical 
integration by the retailer. To the contrary, I believe that there 
are at least a couple of reasons why they may well lead to some 
"de-integration" by the retailer. 


First, more items, more demands upon space, and more 
requirements for special-handling, put even greater demands up- 
on the grocer for exercise of his specialty--retailing. 


Second, I would like to suggest that the ''building in" of 
these new convenience services into food products is, in effect, 
a sort of a leap-frogging method of vertical integration in agri- 
cultural marketing--not by the retailer, but by the processor. 

At the outset, I extended my definition of "agricultural market- 
ing'' to include all functions and services from the farm through 
the retail store and into the housewife's kitchen. Vertical inte- 
gration involves the assumption of responsibilities for services, 
as well as performance of functions. In that context, then, the 
heat-and-serve TV dinner represents a pre-emption and absorp- 
tion, within the product, by the processor, of those services 
otherwise performed by the retailer in assembling an assortment 
of ingredients and by the housewife in the kitchen. ''Built-in maid 
service,'' then, can be looked upon as a sort of "leap-frogging" 
or ''interrupted-sequence'' form of vertical integration of non- 
adjacent steps in agricultural marketing. 


A less strained example, of course, would be the meat- 
packers' recent experiment and bona fide sales programs with 
branded, pre-packaged, frozen red meats. In actuality, this 
represents an integrating forward by the packer into preparation 
of consumer cuts of fresh meats, a function historically con- 
sidered as within the province of ''retailing.'' Of course, pre- 
cutting and pre-packaging at the processor level has been going 
on for a long time with bacon, and other smoked and luncheon 
meats. 


In any event, I submit that the new products with their new 
built-in services reflect simply more of the continuing cross- 
currents in agricultural marketing, with no clear trends indicated 
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as to their effects upon ''vertical integration" or ''de-integration'' 
in retailers' procurement of supplies. 


SUMMARY AND CONCLUSIONS 


To summarize my three basic points in the latter part of 
this discussion of procurement of supplies for retailing, in the 
light of vertical integration in agricultural marketing 


First, I feel it is improper to describe an industry ora 
firm--particularly in the field of chain food retailing--as being 
"vertically integrated" or "not vertically integrated. '' Those 
absolutes do not exist. In the first place, vertical integration 
is a matter of degree. And in procurement of supplies by chain 
food retailers, it is a matter of highly varying degrees, as 
among firms, and among commodities, brands, and geographic 
areas within firms. 


Second, under present day conditions, there is no clear or 
overwhelming trend, either toward or away from vertical inte- 
gration in chain grocery retailers' procurement of supplies. 
Counter-trends and cross-currents are the characteristics of 
the industry. 


Third, the current flood of new products, with new ''built- 
in services,'' merely expands these diversities and cross- 
currents, rather than exerting any powerful force either toward 
or away from further vertical integration. 


As a final note, I would'state my conviction that profitable 
and lasting success in agricultural marketing will be achieved 
only by those firms and those channels that most efficiently pro- 
vide those services that are needed and wanted in a continually 
changing and expanding economy. I have a lot of faith in the 
selection of marketing methods, channels, and institutions, by 
free competitive processes. And I feel that chain food retailing 
today represents a result of that sort of selection, which hap- 
pily has contributed, and will continue to contribute, to our 
better living at lower costs. 
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Vertical Integration Possibilities for 
Agricultural Cooperatives 


WILLARD F. MUELLER* 
UNIVERSITY OF WISCONSIN 


The concept of vertical integration is receiving much at- 
tention by friends, advisors, and leaders of farmer cooperatives. 
But too often, I fear, the concept itself is not thoroughly under- 
stood, its implications for cooperatives misinterpreted, and the 
expectations of its benefits in solving the farm problem exagger- 
ated. Professor Adelman has gone a long way toward explaining 
the bases and bounds of vertical integration. I agree with his ex- 
planation of the economic nature and causes of the development of 
vertical integration in our economy and with much of his discus- 
sion of its implications for antitrust enforcement. Much of his 
discussion also should prove helpful to those interested in ap- 
praising the possibilities of vertical integration by agricultural 
cooperatives. 


I shall direct my discussion mainly to the nature, extent, 
motives, possibilities, and limitations of vertical integration for 
agricultural cooperatives. 


NATURE AND EXTENT OF VERTICAL INTEGRATION 
BY COOPERATIVES 


There have always been some highly vertically integrated 
agricultural cooperatives. The Sunkist, Sunmaid and other Cali- 
fornia fruit associations have long controlled the distribution of 


*Willard F. Mueller has been Assistant Professor of Agri- 
cultural Economics at the University of Wisconsin since Feb- 
ruary 1957. Previously he was an Assistant Professor at the 
University of California. Mr. Mueller received his BS and MS 
degrees at the University of Wisconsin and his PhD at Vander- 
bilt University. Among his publications are: ''The Cellophane 
Case and the New Competition, '' American Economic Review, 
March 1955 (coauthor); ''Business Reciprocity and the Size of 
Firms,'' Journal of Business University of Chicago, April 1957 
(coauthor); ''A Case Study of Product Discovery and Innovations 
Costs,'' Southern Economic Journal, July 1957; ''Grower- 
Processor Integration in Fruit and Vegetable Marketing, "' 
Journal of Farm Economics, December 1957 (coauthor). 
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members' products from the farm well along the marketing chan- 
nel. Recently we have seen a number of noteworthy moves to- 
ward vertical integration in various fields. By acquiring the 
Welch Grape Juice Company, the National Grape Cooperative, 
Westfield, New York, has become a fully integrated organization 
in record time. The acquisition of the Petri Wine interests by 
the Allied Grape Growers Cooperative, San Francisco, Califor- 
nia, promises to accomplish a similar objective for its new 
grower-owners. Many of the over 300 noncooperative dairy con- 
cerns acquired by cooperatives since 1940 helped farmers inte- 
grate their activities further up the marketing system. Many 
other examples could be cited of vertically integrated marketing 
associations. However, even today a large percentage of them 
are engaged in only one marketing function. For example, fully 
$1, 160,000, 000 (40 per cent) of the net sales of dairy coopera- 
tives were accounted for by bargaining associations which have 
practically no processing facilities. Most livestock associations 
also perform only the selling function. 


I think most students of cooperation will agree that market- 
ing cooperatives as a group have never been very fully integrated 
vertically, at least not as intensively as their leading rivals. 

But most will also agree that in recent years the over-all trend 

is clearly toward more vertical integration. The most rapid and 
dramatic steps in this direction have been taken by purchasing 
cooperatives. Some associations now not only retail a wide 
variety of farm supplies, but actually produce and refine much of 
their own petroleum, and manufacture their own feeds, fertilizers 
paints and other products. The trend toward increased vertical 
integration in this field is unmistakable. 


One rough measure of the change in the degree of a firm's 
vertical integration is to compare its sales with its fixed assets 
and investments in subsidiary companies. Other things being 
the same, the more vertically integrated a firm becomes, the 
smaller this ratio because greater investments are required to 
perform the additional production processes. Since 1941, this 
ratio declined continuously in the case of the ten largest regional 
supply associations: in 1941, 11.8/1; 1945, 9.8/1; 1950, 4.4/1; 
and 1955, 3.8/1. (See footnote 1 on following page) 


Perhaps the most striking case of vertical integration 
among regional supply cooperatives is that of Consumers Coop- 
erative Association of Kansas City, Missouri. Between 1941 
and 1955 its sales grew from $6. 9 million to $90.6 million. In 
1941 it manufactured only 23 per cent of its supplies in its own 
plants; by 1955 it manufactured 81 per cent. During this period 
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its ratio of sales to fixed assets and investments in subsidiaries 
dropped from 5.8/1 to 1.7/1. 


Thus while we do not have any precise measures of the ex- 
tent and trends of vertical integration by cooperatives, available 
evidence does indicate the trend is clearly toward more vertical 
integration. 2 


WHY DO FARMERS FORM COOPERATIVES ? 


As I read the history of farmers' cooperatives, the domi- 
nant motive underlying their formation has been a desire to im- 
prove farm incomes by countervailing or neutralizing the market 
power of their buyers or suppliers, or by creating original mar- 
ket power for themselves. For over half a century many farm- 
ers have tried to harness the atomistically competitive side of 
the market in which they operate. Long ago they correctly rec- 
ognized that there are fundamental differences in the structure of 
agricultural and industrial markets. So it has seemed only natu- 
ral to many to try to construct in agriculture the kinds of market 
structures they saw in abundance elsewhere in the economy. 


In these efforts they often received the advice and blessings 
of men of business affairs, who felt that agriculture would serve 
itself and the nation better by adopting the market behavior of 
industry. As early as 1913, Arthur J. Eddy, a great champion 
of ''cooperation'' among industrial concerns, and legal counsel to 
many industrial trade associations, wrote of the farmer cooper- 
ative movement: "It is here to stay, and every disinterested man 


1 These comparisons are of the 10 largest supply associa- 
tions in 1941 with the exception of Fruit Growers Supply; it was 
excluded because information on it was not available for recent 
years. Data were taken from the Handbook on Major Supply 
Cooperatives, Farmer Cooperative Service, USDA. 

Some cooperatives include their investments in subsidiaries 
in an unitemized ''other assets'' account. Therefore, this entire 
account was included here. 


aN gross measure of the extent to which farmers integrate 
their operations forward into one or more phases of marketing 
or backward into supplies is the ratio of farmers' total market 
receipts from farm sales to their equity in cooperative associ- 
ations. This ratio has declined significantly since World War LI. 
In 1945 it was 18/1, in 1950 it was 14/1, and by 1957 it had 
dropped to 9/1. 


= 
( 


VERTICAL INTEGRATION IN MARKETING 
should wish it God-speed. ''3 


In the 1920's Aaron Sapiro also envisioned his ''cooperation 
American style'' as the emulation of the market power he felt 
many industrial concerns came by so easily and almost naturally. 
We often forget today that many businessmen and their friends 
applauded Sapiro's ideas. Even in the early 1920's Herbert 
Hoover, then Secretary of Commerce, thought cooperatives of 
the Sapiro variety were not only legitimate, but essential to the 
solution of the farm problem. In 1924 he wrote, "It is conceiv- 
able that if all agricultural production was organized completely 
into great cooperative units, it would be possible to bring about 


economic adjustments... inthe same way that industry is able 
to do it. 


This philosophy ultimately culminated in the Federal Farm 
Board of 1929 which sponsored a system of national cooperatives. 
We all are familiar with its disappointing performance. There- 
after, cooperatives took a back seat to price support programs 
as a way of attacking low farm incomes. 


Today, because many people have become disillusioned with 
government programs, cooperatives are receiving new attention. 
Of special interest have been John H. Davis' several writings on 
"agribusiness" in which he advocates vertical integration by co- 
operatives and others as a means of solution to the farm problem. 
This proposal has captured the imagination of many in the coop- 
erative movement. Like others cited above, Davis wants agri- 
culture to duplicate the methods of the industrial sector of the 
economy. His faith in vertical integration is based on his obser- 
vation that, 'In general the industrial sectors of the economy 
have achieved greater economic stability than agriculture by 
means of vertical integration -- integration which relates to the 
procurement of raw materials, production, and distribution. "5 
It is on this interpretation of the sources of industrial market 
power that he builds his agribusiness approach: ''In essence, 
the job confronting agribusiness today is that of finding techniques 


3 Arthur J. Eddy, The New Competition (A. C. McClurg & 
Co., 1913), p. 322. Emphasis in the original. 


H. Schideler, ''Herbert Hoover and the Federal 
Farm Board Projects, 1921-1925,'' Mississippi Valley Histor- 
ical Review, March 1956, p. 723. Emphasis added. 


> John H. Davis, ''From Agriculture to Agribusiness,"' 
Harvard Business Review, January-February, 1956, p. 113. 
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and devices which will provide (it) with economic stability com- 
parable to that which industry has achieved through vertical 
integration. '' 


I have recited these observations to support the thesis that 
American agricultural cooperatives have been motivated, as well 
as given special legal treatment, ' largely by a desire to place 
farmers in a more satisfactory market position vis-a-vis other 
sectors of the economy. If we accept this as their main motive 
and justification, it narrows our area of inquiry into the possible 
benefits which vertical integration may bring farmers. In effect, 
the question we must try to answer is, what part can vertical in- 
tegration play in improving the market position of farmers? 


HOW CAN VERTICAL INTEGRATION 
ACHIEVE MARKET POWER? 


Too often people in the cooperative movement feel that if 
they can only integrate into the next stage of marketing they will 
enhance their market power. But this simple philosophy is based 
more on hope than reason. Once and for all let us recognize that 
vertical integration per se does not give a cooperative or any 
other firm market power. Market power is built of different 
stuff. It depends on a high degree of horizontal concentration or 
product differentiation in some level of distribution or production. 


Those who infer from the behavior of vertically integrated 


6 Thid. 

’ The Capper-Volstead Act and other legislation give co- 
operatives certain immunities against the antitrust laws, which 
have as their specific purpose the curtailment of market power 
of other groups in our economy. 


8y recognize that many cooperatives perform other func- 
tions than this and that many ostensibly were organized for other 
reasons: to increase operational efficiency of the marketing 
system, to provide services not otherwise available to farmers, 
to improve the demand for the final product by product improve- 
ment and promotion, to get assured outlets for farmers' pro- 
ducts, and for a variety of related reasons. Some of these may 
not be associated directly with increasing farmers' market 
power. But most often these objectives seem to be ancillary to 
the dominant one of improving farmers' market position, either 
by eliminating or neutralizing the market power of others or by 
giving farmers original market power. 


Qe 
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industrial firms that it is their vertical integration which gives 
them their market power miss this point. It is true that such 
vertically integrated industries as steel, autos, and chemicals 
often are able to stabilize their operations at profitable levels. 
But the basic reason they can adjust supply so nicely to changes 
in demand is their high horizontal concentration, not their ver- 
tical integration. 


Does this mean then that firms cannot improve their mar- 
ket power through vertical expansion? Not exactly. For ver- 
tical growth may permit a firm to enter an industry having high 
horizontal concentration. It then may share in the profits which 
arise out of the imperfectly competitive structure of such an 
industry. 


For example, some retail chains have found it advanta- 
geous to integrate into some highly concentrated processing in- 
dustries. By doing so they share in the profits of such indus- 
tries; or, if they behave like pure competitors, they dissipate 
them on consumers. But the crucial point here is that vertical 
integration permitted them to expand into a noncompetitive stage 
of marketing. Once they were there they shared in the market 
power of those already in the industry. Their vertical integra- 
tion itself did not give them any power; it simply was a vehicle 
of entry into a noncompetitive industry. This distinction is ob- 
vious if we assume that they expanded instead into a competitive 
industry. In that event their vertical integration would not have 
improved their market power. 9 For if the integrating firm 
constitutes an insignificant part of the industry into which it 
integrates, it is as powerless as its rivals in influencing prices. 


These principles should serve as guides to cooperatives 
contemplating expanding vertically into some new field in the 
hope of increasing market power. But a word of caution is ad- 
visable to cooperatives contemplating vertical integration for 
this purpose. Unless they behave properly, they may dissipate 
any market power they achieve through their vertical expansion 
into noncompetitive industries. 


HOW CAN MARKET POWER BE MAINTAINED ? 


For example, suppose that farmers in an area sold their 


9 Of course it may have increased their marketing effic- 
iency. As Adelman pointed out, there often are important 
Operational economics of vertical integration. 
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milk to several local fluid milk processor-distributors. Acting 
individually, the farmers would have no market power in dealing 
with them. Now suppose a group of farmers built or acquired 
their own processing and distributing facilities. They then would 
be in a position to share in any noncompetitive profits which re- 
sulted from the high degree of concentration at the processor- 
distributor level. Their vertical integration would give them an 
entree into a noncompetitive stage of the marketing channel. But 
unless they restricted entry into their cooperative, and at times 
controlled their own production, they might shortly undermine 
their new-found market position. By failing to control supply, 
they would be unable to capitalize fully on the unique demand they 
had achieved for their product: they would either have to cut 
their retail prices in an attempt to expand their share of the re- 
tail market, or they would have to divert increasing amounts of 
their members' milk to less profitable manufactured uses. The 
first alternative hardly would be very successful and the second 
clearly would result in lower member returns. Unrestricted 
entry ultimately would result in the erosion of their market ad- 
vantage until returns sagged to average costs. For this reason 
practically all fluid milk associations must restrict entry to 
some extent and at times even control their own members' 
production. 


Marketing cooperatives in other fields must recognize the 
truth as well. (In this connection, it will be interesting to see 
whether its new owners are able to exploit the initial advantage 
they achieved by acquiring the Welch Grape Juice Company.) My 
own feeling is that to date, relatively few vertically integrated 
marketing cooperatives have retained for long any significant 
amounts of market power won through their vertical expansion. 


10 O¢ course this is not to say that farmers are not any 
better off because of such vertically integrated cooperatives. 
Although they may not have retained much market power of 
their own, they may have eliminated noncompetitive profits 
from marketing. But given the relatively inelastic nature of 
demand as compared to supply for most agricultural products, 
we may expect consumers to be the main beneficiaries of the 
savings. Nor to be ignored are the gains which farmers obtain 
by forming local associations (e.g. , creameries and cheese 
factories) mainly to obtain for themselves the profits which 
otherwise would go to local processors having some monopson- 
istic power in buying from farmers although selling in effec- 
tively competitive market. The long-run effects of forming 
such associations often has been to make such local markets 
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The simple truth seems to be that few actually control a signifi- 
cant part of supply. There has been a tendency to exaggerate the 
lasting market power of such vertically integrated associations 
as Sunkist Growers, Inc., Sun Maid Raisin Growers, California 
Almond Growers, and Diamond Walnut Growers, all of which at 
times have marketed as much as 70 per cent of their industry's 
supplies. None has the essential prerequisite of market power, 
the ability to limit supply. It is true that at times 1 l'they have 
diverted their members’ supplies into secondary uses in order 
to raise prices in their primary markets. But these efforts 
seem never to have been very successful for long. They always 
had the effect of holding an umbrella over the rest of the indus - 


try. 


The most persuasive evidence that these associations have 
not had much enduring market power is that all have ultimately 
turned to state and federal marketing orders to obtain the mar- 
ket power they were unable to get for themselves. Again, it 
should be recognized that such marketing orders give growers 
market power because they control supply through horizontal 
integration of the entire industry. 


Thus industrial experience squares with theory: ownership 
of the distribution system alone is not enough to give market 
power. Market power depends upon control over the supply of 
the product passing through the system, not just on the owner- 
ship of marketing facilities through which it passes. 


Because marketing cooperatives generally are not or can- 
not effectively control supply, many are ina chronic surplus 
position. Their members supply them with greater output than 
they can sell at premium prices. Perhaps those having the most 
difficulty in this respect are federated sales associations which 
lack any real control of the supplies coming from affiliated locals. 
The locals often are interested solely in the volume of output in 
attempting to increase members' returns by cutting production 


effectively competitive, thus aiding nonmember farmers as 

well as cooperative members. Then while such cooperatives have 
benefited farmers by, in Adelman's words, neutralizing mar- 
ket imperfections. 


11 This was especially true early in their history when they 
seemed to have had an exaggerated view of their own market 
power. Today their management seems less impressed with 
their market power. 
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costs. But because returns are as dependent on the marginal 
revenue of the final product as on the marginal costs of proces- 
sing and distributing it, the lower costs from expanding output 
may be more than offset by declining revenue. 


It is significant that purchasing and most service coopera- 
tives are in a more fortunate position than marketing coopera- 
tives in retaining the gains of vertical integration. If a supply 
cooperative is large enough to integrate economically into a prof- 
itable stage of processing, its new-found savings are not under- 
mined by expansion of members' purchases or non-participation 
by nonmembers. For example, if a supply cooperative integrated 
all the way back to the oil fields, it could pass its savings back to 
members. The non-participation of nonmembers would not 
undermine their new market advantage. 


It is for this reason more than any other that purchasing 
cooperatives have enjoyed so much greater success than market- 
ing cooperatives in recent years. (Between 1940 and 1955 sales 
of agricultural supply and service associations grew by 670 per 
cent compared to 380 per cent for all agricultural marketing 
associations.) And because of it, I expect purchasing associa- 
tions to integrate into more and more fields and ultimately do the 
bulk of the farm supply business in this country. 


OPERATING THE 
VERTICALLY INTEGRATED CONCERN EFFICIENTLY 


So far I have touched mainly on the use of vertical integra- 
tion to improve the market position of farmers. I have done so 
because of the thesis set forth at the outset that this is the main 
motive for the formation of farmer cooperatives. But coopera- 
tives must recognize that once they become vertically integrated, 
their future success demands that they take cognizance of the 
other economic advantages and requirements of this form of 
operation. 


Success of a vertically integrated concern often demands 
that the functions or processes of its component stages be coor- 
dinated. !3 The physical input-output relationships of certain 


12 Of course greater membership might be desirable to 
give the association greater volume and thereby permit it to 
achieve certain economies of scale. 


I3asg Adelman points out, this may be a sufficient condi- 
tion for vertical integration in some cases. 
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stages of production and marketing may be interrelated. 14 
Then, the technical possibilities of one stage are affected by 
such raw product characteristics as variety, quality, degree of 
maturity, absence of defects, and time and rate of delivery. 


Noncooperative processors take positive steps to become 
integrated -- through ownership and nonownership means -- with 
their sources of supply to insure close coordination of farm and 
processing operations. But farmers often view nonownership 
forms of vertical integration between processors and farmers 
(such as contract buying in canned fruits and vegetables, broilers 
and some livestock products) entirely as nefarious devices cre- 
ated to exploit farmers. Consequently when farmers strive to 
improve their market position by performing the processing 
function themselves, they tend to neglect the technical bases of 
grower-processor integration. This can lead to disastrous op- 
erating inefficiencies. For example, while in the first instance 
farmers may build or buy a cannery to improve their market 
position, to operate it effectively in competition with other can- 
ners, they must also behave so as to achieve truly integrated or 
coordinated operations of their farming and processing activities. 


Many cooperatives have not always recognized this neces - 
sity -- or opportunity -- of vertically integrated operations. 
California cooperatives seem to have gone the furtherest in this 
respect. Many now control numerous grower actions in order to 
assure the necessary coordination of their vertically integrated 
marketing and processing functions. Nearly all associations re- 
quire members to deliver their entire crop to their association 
for at least one year, and some place quantity restrictions on 
deliveries. Often associations also set standards of product 
quality, require crop size reports, specify production and 


14 This point is missed or ignored in most cooperative 
vertical integration models. In comparing the operations of 
vertically integrated firms with unintegrated ones, identical 
production functions are assumed for each. This assumes that 
the production function of a certain stage of processing is the 
same whether it is performed by a specialized firm or bya 
vertically integrated one. Because of this restrictive assump- 
tion those models necessarily neglect the technical basis for 
vertical integration. 


15 Willard F. Mueller and Norman Collins, ''Grower- 
Processor Integration in Fruit and Vegetable Marketing,"' 
Journal of Farm Economics, December, 1957. 
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harvesting methods, set harvesting and delivery times, andsome 
even harvest members' crops. These and other integrating re- 
lationships of growers and their associations are given a legal 
basis in their marketing contracts. J 


The ultimate question facing an integrated cooperative is: 

To what extent should the production, harvesting, and marketing 
activities of the entire association be integrated? Answering this 
question should prove a fruitful area of research. If the cooper- 
ative's objective is to maximize a patron's net farm income, the 
guiding principle is clear. Members should relinquish particu- 
lar production and marketing decisions to their association when- 
ever this integration promises to increase significantly members' 
net farm income or the association's over-all security. 


Thus, although the main motive for vertical integration by 
cooperatives is to improve the market position of farmers, to be 
successful they must take advantage of the other requirements 
and opportunities of their vertically integrated relationship. This 
is true of every stage of the vertically integrated association 
from the farm on up. 17 In a federated association this may mean 
the close integration of the production and marketing decisions of 
locals with the central association. This is necessary to get the 
right products produced in the right quantity at the right time. 


Finally, once cooperatives enter more technical fields of 
processing or production, they must operate their vertically in- 
tegrated concerns as efficiently as their rivals. When they buy 
a going concern, they must take positive steps to keep up with 
technical advances. I fear that cooperatives as a whole have not 
made their share of technical innovations; most have given only 
lip service to being innovators, and practically none has taken 
formal steps to insure continued technological improvement. To 
do so in the future, they must conduct research aimed at cutting 


16 Willard F. Mueller and James M. Tinley, ''The Nature 
and Use of California Cooperative Marketing Contracts,"' 
University of California Experiment Station Bulletin 
(forthcoming). 


17 The technical bases of vertical integration are covered 
very well in a paper by E. Fred Koller. He also discusses 
some of the considerations which should be taken in deciding 
how far to integrate. E. Fred Koller, ''Vertical Integration of 
Agricultural Cooperatives,'' Journal of Farm Economics, 
November, 1950, p. 1048-58. 
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costs and improving product quality. 
CONCLUDING COMMENTS 


Vertical integration per se does not increase farmers' 
market power. Vertical integration may be used, however, to 
enter a new stage of production or distribution where existing 
firms have market power. 


This distinction between vertical integration as a source of 
power and as a vehicle for obtaining power may seem like need- 
less quibbling to some. But to me this distinction is important, 
real, and must be made in order to clarify the basic sources of 
market power. 


The extent to which farmer cooperatives may use vertical 
integration to obtain orginal market power or to countervail that 
of others is debatable. I expect purchasing cooperatives to con- 
tinue using it extensively. And while the opportunities for many 
marketing cooperatives are less promising, if used wisely, ver- 
tical integration may be very helpful to many associations. 


To expand vertically most effectively, cooperatives often 
may find it necessary to grow much more rapidly -- both hori- 
zontally 18 and vertically -- than the internal growth route per- 
mits. Getting into a new stage of processing or distribution 
through internal expansion is often a tedious and costly job. 
Often success demands that cooperatives take a single big step 
toward large-scale operations rather than many small ones. 
There are many reasons why the external growth route -- 
growth via merger, consolidation, or acquisition -- is the best 
and sometimes the only way to take the big growth steps required 
for success. But this is another story. 


18 as Joseph G. Knapp points out, successful vertical 
growth may demand extensive horizontal integration and diver- 
sification as well. ''Cooperative Expansion Through Horizontal 
Expansion,'' Journal of Farm Economics, November, 1950, 
pp. 1031-47. 
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A Social and Managerial Appraisal of 
Product Service 


JAMES G. HAUK* 
THE OHIO STATE UNIVERSITY 


The primary purpose of economic activity, which is the 
realization of satisfaction, is achieved by the performance of two 
broad economic functions - production and consumption. Market- 
ing, as a form of economic activity, aids in the achievement of 
this purpose by adding value to the product which emerges from 
the source of form utility creation. Thus marketing is one kind 
of production necessary for the realization of satisfaction. While 
this aspect of marketing's character is well recognized, its full 
significance is not appreciated. Traditionally it has been implied 
that marketing fulfills its productive task by adapting the product! 
in time and space to the consumer's acquisition desires, and of 
expanding the level of consumer demand. Such a point of view is 
incomplete, however, since it neglects the relationship between 
marketing and the consumption process. 


The failure to recognize the relationship between market- 
ing and consumption is indicated by the habit of treating consumer 
demand and consumption synonymously. Itis clear, however, 


*James G. Hauk is Assistant Professor of Business Organ- 
ization at The Ohio State University. His paper represents 
some observations regarding research which he is conducting 
in partial fulfillment of the requirements for the PhD in Busi- 
ness Administration at the University of Michigan. Prior to 
joining the staff at Ohio State he held the position of Instructor 
in Marketing at the University of Michigan. He received BS and 
MS degrees from Indiana University. He has also held the po- 
sition of Instructor in Marketing at the University of Missouri. 
In addition to teaching and basic research activities, Mr. Hauk 
has done applied research for several private firms. 


1 The product referred to is the primary good delivered to 
the consumer rather than the broad bundle of utility received at 
the time of purchase. The latter is a conglomeration of several 
products including the material good, the delivery service, the 
credit service, the personality of the salesman, and all other 
variables which go to make up the general image created by the 
offer. 
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that they are distinct concepts. Consumer demand consists of 
the desire for a product combined with the willingness and the 
financial ability of the consumer to purchase it. Consumption, 
on the other hand, is the utilization of the product by the consum- 
er, and the utility destruction which usually accompanies such 
utilization. For this reason the habit of treating the two synony- 
mously should be avoided, and we should recognize explicitly the 
complete relationship between marketing and the post-acquisition 
process. A failure to do so is not consistent with an understand- 
ing of the way in which the purpose of economic activity is 
achieved, nor is it consistent with business practice. Thousands 
of industrial goods manufacturers place advertisements every 
year requesting the industrial consumer to seek the seller's help 
in solving his utilization problems. Thus the marketing organi- 
zation, in its attempt to promote sales, has found it advantage- 
ous to devote some of its resources directly to industrial con- 
sumption. In the marketing of household goods similar efforts 
are observable, as is evident from the extent to which the house- 
hold consumer relies upon marketing institutions to service 
scores of technical products subsequent to their acquisition. 


It is apparent, therefore, that marketing practice is not 
limited to adapting the product in time and space to the consum- 
er's acquisition desires and to expanding the level of consumer 
demand. It is also concerned with adapting the product to the 
consumer's utilization needs, and otherwise furthering a release 
of the product's potential utility during the consumption process. 
The latter aspect of marketing can be referred to as product 
service. Such terminology distinguishes a homogeneous group of 
activities from the other services in marketing. It also implies 
that these activities are associated with the product performance 
which the consumer expects at the time of purchase. Since the 
product itself is a bundle of potential service which may or may 
not be realized by the consumer, marketing must play an impor- 
tant part in seeing to it that this service is in fact realized. It 
can do so in several ways. First it can gather utilization infor- 
mation as a basis for building utility into the product itself. It 
can also adapt and apply the product (following its production) to 
the consumer's utilization needs, adapt the consumer to the pro- 
duct's use requirements, and otherwise see to it that the con- 
sumer actually receives the performance which he expected the 
product to yield. 


In dealing with the administrative aspects of product serv- 
ice, I have conducted personal interviews with a variety of con- 
cerns, including the General Electric Company, the Westinghouse 
Corporation, the Radio Corporation of America and its subsidiary 
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the RCA Service Company, the Burroughs Corporation, Argus 
Camera Incorporated, the Toledo Scales Corporation, anda 
number of other firms engaged in the distribution of both indus - 
trial goods and household goods. These interviews were used as 
a basis for indicating the validity of certain hypotheses regarding 
the social aspects of service, as well as providing information 
for matters concerned with planning and executing a service pro- 
gram. The execution of service in the electrical appliance in- 
dustry is particularly interesting because of the shifting charac- 
ter of sales and service channels in this industry over the last 
decade. These changes have been investigated and evaluated, 

and other administrative problems having inter-industry appli- 
cation discussed from the point of view of the marketing manager. 


A discussion of these problems is beyond the scope of the 
present paper. All of them are part of a broader problem having 
to do with the responsibility which the seller should assume for 
furnishing product service to the consumer. In some relation- 
ships between industrial firms the seller extends his efforts to 
the point of conducting extensive surveys of the utilization pro- 
cess in an attempt to determine, and to manufacture, the product 
which is best suited to the consumer's individualized require- 
ments. He may also help the consumer with utilization for long 
periods subsequent to product acquisition, as well as conduct 
most of the maintenance and repair work during the product's 
useful life. In other situations, however, the industrial consum- 
er does his own service work. The same divergent practices 

are observable in the marketing of household goods. 


Criteria can be established to furnish a guide to the seller 
in his attempt to determine rational service boundaries. For 
example, one such criterion would be the desire on the part of 
the consumer for additional service versus his desire for lower 
product price. However, this criterion, as well as others ofa 
similar nature, all fall within the framework established by 
broader social and economic determinants. Legal and competi- 
tive considerations are two such determinants. Of the two, 
competition is the most important in practice, although statutory 
and judicial law is of some significance. “ Generally, competitive 


2 The seller can be held responsible in negligence if the 
utilization of his product results in injury to person or property. 
The Food, Drug, and Cosmetics Act also has application toa 
limited class of commodities. In addition, the law of warran- 
ties is pertinent, but the obligation which it imposes on the 
seller can be disclaimed. An examination of a long series of 
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forces precede in time and establish the character of the deci- 
sions regarding service responsibility arrived at through our 
legal system. Thus competition passes on some of the benefits 
of rising productivity in the form of product service. 


Still, service rivalry is frequently regarded as econom- 
ically undesirable. As a form of ''non-price'' competition it 
moves the market structure away from the ideals of pure and 
perfect competition. 3 Unfortunately the so called evils of such 


court cases conducted in warranty law over the last century 
however, reveals a gradual trend toward holding the seller in- 
creasingly responsible for product service. This transition 
had proceeded far enough by 1913 to lead one legal authority to 
conclude that the ''good old doctrine for the encouragement of 
trade known as caveat emptor has received no such support for 
many years" (Samuel Williston, ''Representations and Warranty 
in Sales'' Harvard Law Review, Nov., 1913, p. 13.) The tran- 
sition toward caveat vendor is related to social change in my 
research as a basis for prediction. In addition such analysis is 
revealing with respect to the relative obligation of the various 
intermediaries engaged in the distribution of the primary pro- 
duct and its components. 

There is evidence to indicate that the direct responsibility 
for service is shifting to the manufacturer, which is consistent 
with a number of developments during the twentieth century. 
These developments include the manufacturer's promotional 
circumvention of independent intermediaries, the increased 
control which the manufacturer has exerted over sales and 
service channels, and his introduction of technically complex 
products to the market. Still the privity of contract doctrine 
continues to protect him to a great extent from the direct obli- 
gation for product service to the remote consumer. Ordinarily 
the consumer must look to the firm from whom the product was 
purchased as a basis for receiving service under warranty law. 
The court process must proceed backward in the sales channel 
of distribution until ultimate responsibility is located. However, 
this circuitous process can be eliminated under some circum- 
stances by the use of the impleading device. See ''The Market- 
ing Structure and Judicial Protection of the Consumer", 
Columbia Law Review, Vol. 37 (1937), p. 81. 


3One can argue that since product service is utility creat- 
ing its use does not constitute a form of non-price competition. 
Real price is a ratio between realized utility and incurred dis- 
utility. Consequently if the firm improves the quality of service 
which it includes in the offer, and holds all other variables 
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a movement continue to receive unjustifiable support in economic 
literature. * It would almost seem as if the purists of price com- 
petition would prefer to ride in very cheap stage coaches in pref- 
erence to expensive Pullmans. Price rivalry is, of course, 
only one kind of competition available for passing the consumer 
the benefits of rising productivity. Effective competition is 
multi-dimensional, which means that the businessman must have 
a large number of rivalry variables at his disposal if he is to de- 
liver the consumer maximum realized utility per dollar of ex- 
penditure. Consequently it seems to me that ''perfect'' competi- 
tion is highly imperfect as a basis for achieving the objectives of 
a free enterprise system, and ''pure'' competition is pure only in 
the sense that it excludes a number of rivalry variables necessary 
for an economic mix which will maximize social welfare. An 
investigation of this question indicates that service rivalry is not 
only desirable, but it is necessary in order to achieve an opti- 
mum allocation of resources at one point in time, as well as 
maximum economic progress over time. 


An integration with competitive theory can treat product 
service as a form of product differentiation, as a form of product 
diversification, or as a part of selling. The third point of view 
leaves something to be desired for reasons which fall outside the 
scope of my study. Certainly the fact that service has an influ- 
ence on sales, or is frequently performed by sales personnel in 
the field does not justify its inclusion in the selling function. The 
most appropriate point of view is to consider it a form of product 
differentiation. However, a diversification approach has merit, 
particularly with respect to product service which is charged for 
separately from the primary product. 


constant, (including the monetary price tag) the effect is a re- 
duction in the real price of each unit of utility included in the 
offer. Variations of this point of view have been suggested by 
at least two authors. For example see Reavis Cox, ''Non-price 
Competition and the Measurement of Prices'', Journal of Mar- 
keting, April, 1946, p. 375. and Claire E. Griffin, Enterprise 
in a Free Society (Chicago: Richard D. Irwin Inc. , 1949), p. 288. 


4 Such support has had serious consequences. For example 
Robert Austin points out that the Federal Trade Commission 
used the theory of pure competition as a basis for enforcing the 
anti-trust laws for a period of at least twenty years; Robert W. 
Austin Esq. ''What is Competition'' Twenty-Sixth Boston Con- 
ference on Distribution, Boston, Mass. Retail Trade Board, 
1954, pp. 29-31. 


> Kenneth E. Boulding, ''In Defense of Monopoly", The 
Quarterly Journal of Economics, August, 1945, p. 539. 
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In conclusion, my research reveals that the subject of pro- 
duct service should receive a great deal more attention in the 
future than it has inthe past. The long run movement toward 
caveat vendor and the greater number of technically complex 
products entering the utilization process are only two develop- 
ment which have accentuated the service problem. In combina- 
tion with the lack of published information on the subject, these 
developments indicate that a descriptive study of service prac- 


tices could make a significant contribution to marketing literature. 


There is also a need for recognizing the relationship between 
product service and product utilization, and for disentangling it 
conceptually from other marketing activities. More specifically, 
product service should be distinguished from selling and from 
services in marketing such as transportation and the extension 
of credit. Each of these activities, of course, plays a different 
role in delivering realized satisfaction to the consumer, and 
their dissimilarities must be recognized in order to fully appre- 
ciate the character of the marketing process. 


ct. 


Injury to Competition and the 


Robinson - Patman Act 


HENRY D. OSTBERG* 
NEW YORK UNIVERSITY 


I would like to concern myself with an important aspect of 
the Robinson-Patman Act which is of interest to marketing peo- 
ple. I refer to the question of what is meant by the requirement 
that there must be an injury to competition before the Robinson- 
Patman Act is violated. It is unnecessary to outline all the pro- 
visions of the Robinson-Patman Act here. It is with Section 2 (a) 
that I shall deal in this paper. Section 2 (a) deals with discrimi- 
nations in price which a seller may be tempted to practice, by 
providing preferential treatment to specific customers, or to se- 
lected groups of customers, or to buyers located ina particular 
area Or market. With a number of exceptions, with which we 
are now concerned, the Robinson-Patman Act prohibits such dis- 
criminations in all cases where injury to competition is likely to 
occur. Unfortunately, Congress failed to see any difference be- 
tween injury to the competitive process and injury to individual 
competitors, with the result that the courts have also failed to 
make any real distinction on this point. The precise meaning of 
the requirement that there must be injury to competition, or at 
least to competitors, before there is a violation of the Robinson- 
Patman Act has, consequently, been the source of considerable 
confusion in recent years. 


As all marketing people are quick to concede, competition, 
as it actually exists in American markets, is an exceedingly 
complex process. The competition which we find in our business 
world, as distinguished from the competition we may read about 
in some old economic textbooks, cannot be defined with any de- 
gree of precision. American competition, as we may call it for 
lack of a better term, cannot be reduced to any pre-determined 
pattern or mold. Perhaps the most that we can say is that Amer- 
ican competition involves a continuing, two-sided rivalry -- 


*Henry D. Ostberg has been Assistant Professor of Mar- 
keting at New York University since September, 1955. He 
holds a LLB degree from New York Law School, and the degrees 
of MBA and PhD from Ohio State University. He also serves as 
a marketing consultant to a number of different trade associa- 
tions and business firms. This paper is a by-product of his 
research for his PhD dissertation. 
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between sellers seeking to sell goods to the same buyers, on the 
one hand, and between these buyers to purchase these goods at 
the most favorable terms possible, on the other. 


The idea of rivalry is at the very root of American com- 
petition. The success of one competitor usually implies the ex- 
clusion of others, at least in regard to the transaction at hand. 

If Smith agrees to sell at a lower price than Jones, Jones prob- 
ably loses the sale. If Jones loses too many sales, he will soon 
be out of business. This fact gives rise to an inescapable para- 
dox: There can be no competition without competitors, but 
successful competition serves to eliminate competitors from the 
market. To put it another way: competition all too often carries 
the germ of its own destruction. 


What does all of this mean in terms of the Robinson-Patman 
Act or, for that matter, in terms of the other laws which seek to 
regulate American competition? Foremost, perhaps, must be 
the realization that it is not possible to prevent all injury to in- 
dividual competitors. Some discomfort to some competitors is 
an inevitable concomitant of the competitive process. Incidental 
injury to one or another competitor can be averted only by the 
abolition of competition itself. Properly interpreted, therefore, 
the Robinson-Patman Act should come into effect only where 
there is danger to the competitive process, rather than when 
there may be a threat to the profit-and-loss statement of a par- 
ticular businessman. 


Neither the courts nor the Federal Trade Commission have 
done much to bring about such an interpretation. At various 
times, the courts have held: 


(a) that injury to competition may be presumed from a mere 
showing that a seller sold at different prices to two or more com- 
petitors; 


(b) that a seller who charged different prices to two or 
more competitors has the burden of proving that no injury to com- 
petition, or to competitors, resulted; 


(c) that actual injury to com petition need not ever be shown, 
it being sufficient if there is some indication that there ''may be" 
some injury. 


In brief, the Federal Trade Commission, with the willing 
cooperation of the courts, has succeeded in almost reading the 
injury -to-competition requirement out of the Robinson-Patman 
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Act. This has been done, apparently, in order to simplify the 
task of prosecuting a respondent under Section 2(a) of the Act. 
One may well appreciate the difficulty a Federal Trade Commis- 
sion attorney may sometimes encounter in attempting to prove 
that a price discrimination by one seller has had an adverse ef- 
fect on competition in a particular industry, or even in particu- 
lar segment of that industry. But this is hardly a reason justi- 
fying the Commission and the courts to disregard an important 
requirement of the Act. The law of the land, after all, must be 
dictated by social, political and economic objectives, not by con- 
siderations of evidentiary expediency. 


Some may think, at this point, why there need be any con- 
cern about the erosion of the injury-to-competition requirement 
of the Robinson-Patman Act. Would it not, in fact, be desirable 
to outlaw all acts of price discrimination? The answer to this 
question is at least two-fold. First of all, the philosophy, the 
very objective, of the antitrust laws -- of which the Robinson- 
Patman Act is an integral part -- is the preservation of com- 
petition. They have no other purpose. The Robinson-Patman 
Act can be reconciled with these other laws only if injury to 
competition is a genuine pre-requisite to enforcement of the Act. 
In the second place, and certainly no less important, is the fact 
that price discriminations or price differentials are not always 
undesirable from an economic and marketing point of view. 

There is nothing economically unsound nor morally reprehensible 
about the practice of theatres to charge a lower price at matinees 
than at evening performances, although this involves price dis- 
crimination. Neither is there anything wrong about charging half 
fare to children on trains, although -- this too -- is price dis- 
crimination. Experience has also shown us that price cuts usual- 
ly come about as a result of pressure applied by one or several 
important buyers for a lower price, which competition later 
forces the seller to make available to all of his customers. 
Eliminating all price differentials might, therefore, have a very 
real tendency to freeze prices at unrealistically high levels. 
Doing away with all acts of price discrimination, irrespective of 
their effect on competition, would -- in the words of that classic 
refrain -- throw out the baby with the dirty bath-water. 


In conclusion, injury to competition is supposed to threaten 
before the Robinson-Patman Act is violated. Decisions of the 
courts and the Federal Trade Commission have emaciated this 
requirement. In the process, they have changed the law from 
one designed to protect competition to one seeking to protect 
competitors. This difference is more than a shift in emphasis. 
Involved is an alteration of the entire orientation of our anti-trust 
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outlook from one stressing ''hard competition" to one seeking 
"soft competition '' Marketing people, no less than lawyers, 
should be concerned with this development. While lawyers are 
the ones v’.v build our national anti-trust structure, it is those 
concerne | with marketing who must live within the walls of this 
structure. 


Studies of the Marketing of Specific 
Products and Services 


1 


The Distribution of Chemical Fertilizers in India: 
A Case Study of the Compatibility of Private 
and Government Marketing Enterprise in 


an Underdeveloped Economy 


J. HART WALTERS, JR. * 
UNIVERSITY OF PENNSYLVANIA 


INTRODUCTION 


This paper is a necessarily foreshortened adaption of part 
of a doctoral dissertation, prepared for submission in partial 
requirement for the degree of Doctor of Philosophy at the Grad- 
uate School of Arts and Sciences of the University of Pennsyl- 
vania. Research in India was made possible through grant of a 
Fellowship from the Ford Foundation, to which the writer ex- 
presses his thanks. | 


Public policy towards private enterprise is an important 
variable of economic development. It becomes particularly im- 
portant in a State in which the rights and privileges of private 
enterprise are considered to be conditional upon performance of 
activities that are adjudged to result in an enhancement of the 
public welfare. 2 


In India, the kind and amount of direct Government par- 
ticipation in economic life as an entrepreneur has increased 


since Independence. This increase has occurred largely because 


*J. Hart Walters, Jr. has been Instructor in Marketing at 
the Wharton School of Finance and Commerce, University of 
Pennsylvania, since 1954. He received his master's and bach- 
elor's degrees from the University of California in Berkeley, 


and has had further graduate work at the Universities of Illinois 


and Pennsylvania. Before joining the faculty at Pennsylvania, 
Mr. Walters taught at the University of Dlinois. Previously, 

he had been market research analyst at the California Packing 
Corporation, San Francisco. 


1 The writer assumes full responsibility for all the 
material herein. 


2 Government of India, Planning Commission, Second Five 
Year Plan (New Delhi: Government of India, 1956), 21-37: and 
43-50, citing the Industrial Policy Resolution of April 30, 1956. 
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private capital has had insufficient resources to apply to various 
projects of a developmental nature. Asa result, we see a more 
frequent appearance of ''mixed'' public and private enterprise in 
various phases of economic activity. 


The Government, itself, is often a competing or comple- 
menting entrepreneur to the very agencies for which it must de- 
fine policies. Under such conditions, the compatibility of these 
coexisting forms becomes an important criterion in developing 
standards for policy formulation. Compatibility, itself, can be 
evaluated from numerous viewpoints. In this paper, however, 
we will accept certain basic factors and policies as "'given. "' 
These are:. (1) the primacy of Government planning, and the con- 
sequent control of the economy as the principal instrument of 
economic development; (2) the various goals set down in the 
Second Five Year Plan; and (3) the broad policy of a mixed pat- 
tern of public and private enterprise. These being given, the 
question of compatibility can be viewed operationally. The en- 
suing discussion, therefore, is concentrated on operating prob- 
lems that have arisen as a result of this ''mixture'' of public and 
private enterprise. 


The study is restricted to a particular phase of economic 
activity - market distribution. To give it more focus, one com- 
modity group - chemical fertilizers - was selected for a case 
study. The marketing of fertilizers, however, is viewed as an 
illustration of a type of problem occurring in India and other un- 
derdeveloped nations with increasing frequency. 


DISTRIBUTIVE STRUCTURE 


Before turning to the main discussion, let us briefly outline 
the marketing structures for chemical fertilizers in India. The 
theme that dominates the picture is the Government's monopoly 
control of the most important chemical plant nutrient - nitrogen- 
ous fertilizers. The distribution of nitrogenous materials is 
thought of as being in the ''public sector''; that for superphosphate 
and fertilizer mixtures is regarded as being in the ''private sec- 
tor.'' While these distinctions are useful, they are somewhat 
misleading, as we shall see. 


NITROGENOUS FERTILIZERS 


All nitrogenous fertilizers produced in India or imported 
become the property of the Central Government and are placed in 
a Central Nitrogen Pool for allocation to various users. The 
Government of India makes allocations to the various groups rep- 
resenting plantation-crop growers and to State Governments. 
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The former empower private mixing firms to make requisitions 
against their allotments. The bulk of nitrogen so received is in- 
corporated into fertilizer mixtures, which are made up of chem- 
ical constituents, organic materials, and fillers. These mix- 
tures, as well as unmixed nitrogenous material, are either dis- 
tributed directly to the plantations, or to the latter through a 
network of distributive agencies. 


The State Governments bear sole responsibility for distri- 
bution to farmers within their jurisdictions. The State authori- 
ties appoint either (1) cooperatives, (2) private merchants, or 
(3) Department of Agriculture depots as distributors to the far- 
mers. A number of the States give the cooperatives, which are 
really quasi-Government organizations, exclusive rights; two 
States appoint only private distributors; two other States use a 
combination of cooperatives and Department of Agriculture de- 
pots; the remainder appoint both cooperative and private distri- 
butors. The States also make allocations to mixing firms in 
their jurisdictions. 


OTHER FERTILIZERS 


Many manufacturers who receive allocations of chemical 
nitrogen through the plantation-crop groups maintain separate 
estate and ryot (small farmer) sales organizations. Much of the 
estate business consists of preparing mixtures to order and dis- 
tributing both mixtures and straight materials directly. 


Sales to small farmers are carried on through a network of 
distributors and sub-distributors. The former are appointed by 
the manufacturer, often on the basis of the number of sub- 
distributors they have. Usually the distributor take. title, al- 
though a few manufacturers sell on consignment. Terms are 
almost always cash on delivery; resale price (at retail) is gen- 
erally fixed at a maximum rate; and a set ''commission" per ton. 
On shipments made directly from the factory to the sub-distrib- 
utor, the distributor receives an over-ride commission. Few 
distributors operate exclusively at the wholesale level. Cooper- 
atives, as well as private merchants, are sometimes, but not 
often, appointed as distributors. 


SUMMARY 


The extent to which the two types of distributive structures 
described above merge is based on the State Government's policy 
in appointing distributors for nitrogenous fertilizers. Where 
States have granted cooperatives exclusive rights, the channels 
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for superphosphate and mixtures tend to be quite distinct from 
those for nitrogen. In four North Indian States, all fertilizer dis- 
tribution is controlled by Government. In States in which private 
agencies are appointed either exclusively or in conjunction with 
cooperatives, there is a greater tendency for the same outlets to 
handle all kinds of fertilizers at wholesale and retail levels. 


MAJOR PROBLEMS OF OPERATIONAL CONFLICT 


A major finding of this study is, that most of the difficulties 
between Government and private groups were operational in na- 
ture. For the most part, neither group raised any basic objec- 
tions to the existence of the other group as a participant in the 
marketing process. There was, however, considerable differ- 
ence of opinion as to the most desirable kind and amount of par- 
ticipation. Significantly, virtually all of these differences arose 
directly out of problems associated with the day-to-day work of 
marketing. 


In the above connection, it should be noted that the prob- 
lems discussed below are of a general type that could be encoun- 
tered in almost any distributive system. However, the specific 
form taken by these problems of conflict are conditioned by (1) 
the over-riding factor of State economic planning, and (2) the fact 
that Government, as well as private agencies, participate in the 
distributive process. 


PRODUCT CHOICE 


There was considerable disagreement between spokemen 
for public and private agencies as to the relative emphasis to be 
placed on different kinds of fertilizers. The arguments centered 
on questions of (1) nitrogenous (Government) vs. other forms 
(private) of plant nutrient, and (2) fertilizers in straight chemical 
form (Government) vs. fertilizers in the form of prepared mix- 
tures (private). 


These differences reflect a variety of factors, including (1) 
differences of opinion among agronomists as to the kinds of fer- 
tilizers and methods of application most suitable to Indian con- 
ditions, (2) the ''economics"' of fertilizer used by farmers, and 
(3) present and anticipated commitments of public and private 
agencies in productive and distributive facilities. 


232 THE FRONTIERS OF MARKETING THOUGHT AND SCIENCE 


The view that most Indian soils were greatly deficient only 
in nitrogen became, some years ago, a sort of ''received doc- 
trine'' among agronomists. The weight of evidence from recent 
experiments, trials, and demonstrations gives the impression, 
that in most cases, yield-additions attributable to nitrogen are 
greater than those resulting from phosphatic or potassic fertili- 
zers. That is, the addition of a specific amount of nitrogen will 
result in a certain increment of increase in yield; the further ad- 
dition of other plant nutrients will result in a smaller added 
increment of crop. 


Corollary to increases in yield is the ''economics of manur- 
ing.'' Rational application of plant nutrient proceeds from a fa- 
miliar principle - the relationship between (1) added revenue 
expected from the anticipated increase in yield and (2) the cost of 


the fertilizers necessary to produce the added increment of crop. 3 


At the current (1956) prices of paddy, for example, it was felt in 
many regions that the application of superphosphate would be un- 
economical. To the above reasoning, private manufacturers and 
distributors argued, that: 


1. Frequent use of nitrogen alone would eventually increase 
deficiencies in other plant nutrients; 


. Application of phosphatic and potassic materials was 
beneficial over a period of years rather than immedi- 
ately; and 


. Application of other nutrients in proper balance with 
nitrogen would improve the quality of the crop, and 
therefore the farmer would receive higher prices. 


State agronomists argued that the above propositions had not been 
adequately verified under typical Indian farming conditions. The 
published evidence is inconclusive in this respect. 


The State agronomists interviewed did not stress the exclu- 
sive use of nitrogen so strongly as had been the case in previous 
years. For the most part, however, they advocated separate ap- 
plications of nitrogenous and phosphatic plant nutrient in straight 


3A rough ''rule-of-thumb" followed in India is, that rev- 
enue derived from the added yield should be at least twice the 
cost of the fertilizer, giving the farmer a net return of 100 per 
cent on his investment. 
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chemical form, rather than as single applications of prepared 
mixtures. In their view, (1) separate applications resulted in 
superior yields, and (2) the same amount of plant nutrient was 
cheaper in mixed, than in straight form. Private dealers treated 
this viewpoint with considerable skepticism. They acknowledged 
the price differential, but felt that prepared mixtures were the 
only way to insure a balanced application of plant nutrient. The 
farmer, it was said, was uneducated and illiterate, and would 
not ordinarily know what proportions of the different materials to 
use. To this argument, State officials responded by saying that 
farmers could be instructed in proper fertilizing techniques by 
the Department of Agriculture field staff and the village-level 
workers in the National Extension Service and Community De- 
velopment blocks. 


A further basis for disagreement is provided by the re- 
spective commitments of the public and private sectors. The 
Government owns and operates a large nitrogen pant and is build- 
ing four more under the Second Five Year Plan. * Except fora 


relatively small amount of ammonium sulfate production, the 
private sector's efforts are concentrated in the preparation of 
superphosphate and fertilizer mixtures. 


tion and consumption is only about one-third of capacity. Under 
these conditions, it is not illogical to expect an advocacy of poli- 
cies that would enable the respective parties to utilize their 
facilities. 


In a more purely private enterprise environment, the dis- 
agreements referred to would be thought of as problems to be 
resolved in the competitive arena of the market place. We would 
expect Government's role to be that of mediator or ''watchdog", 
to insure that certain ''rules of the game'' were followed by the 
rivals. In this case, our expectation must be considerably alter- 
ed, since Government itself is a major ''competitor. "' 


As a competitor in an underdeveloped country, Government 
possesses immeasurably greater resources than private enter- 
prise, and, moreover, an ability to channelize those resources 
in directions indicated by its own enunciations of policy. The 
scope of its application of resources to nitrogenous fertilizer 
distribution is indicated as follows: 


4 Second Five Year Plan, op. cit., 417-28. 


> Fertiliser Statistics: 1956 (Hyderabad: Fertiliser 
Association of India, 1957), 2, 5, 8. 
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1. Monopsonistic buyer (in India) of all imported and 
indigenous chemical nitrogenous fertilizers. 


Monopoly supplier, at Central and State levels, of all 
chemical nitrogen; power to choose allottees. 


. Setting of uniform delivered price, throughout India, on 
all ammonium sulfate allocated to States for agriculture, 


. Extension of loans to (a) farmers for purchase of fer- 
tilizers, and (b) cooperatives for developing distribution 
facilities. 


Conducting of widespread propaganda, including over 
100, 000 fertilizer demonstrations on farmers' plots. 


Government's massive application of resources has achieved 
considerable success. The doubling of ammonium sulfate con- 
sumption by small farmers coincides with the introduction of 
both the loan and demonstration programs. Private enterprise 
has been, by and large, left to go its own way with superphos- 
phate and mixtures. With its limited resources, it has been un- 
able to apply ''marketing effort'' on a scale comparable to that of 
Government. 


Private agencies have not, to any appreciable extent, been 
integrated into the more expansionary facets of the Government 
programs. Until as recently as 1955, the majority of States au- 
thorized loans to farmers only for ammonium sulfate. Practi- 
cally all states now (1956-57) authorize loans for superphosphate, 
but only two grant credit for fertilizer mixtures. Hence, one of 
the most important facilities for expanding consumption in India - 
which, thus far, can be supplied significantly only by Government 
- is unavailable to a large proportion of the private distributors 
of fertilizers. 


The conflict over what fertilizers to market thus does not 
arise either from negative, prescriptive acts by Government or 
non-cooperative, obstructive behavior by entrepreneurs. Instead, 
it stems from (1) an implicit, if not a declared preference by 
Government for certain types of fertilizers, and (2) sufficient ap- 
plication of the resources necessary in an underdeveloped country 
to achieve goals. On the other side, the relative weakness of the 
private sector in achieving its goals (for there are superphosphate 
targets under the Plan, too) comes from (1) generally inadequate 
resources, and (2) other operational difficulties to be considered 
below. 


1 
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ALLOCATION AND CHOICE OF DISTRIBUTION OUTLETS 


The monopoly position of Central and State Governments 
with nitrogenous materials has resulted in conflicts respecting 
allocations and the choice of distributive outlets. The Centre's 
practice of pre-allocating expected annual production and imports 
reflects a policy of attempting to obtain (1) distribution to classes 
of users and crops in phase with Plan targets, and (2) a more 
even geographic distribution. The Centre allots nitrogen direct- 
ly to the plantation-crop groups. There is no evidence reported 
of insufficient supplies for the estates, excepting sporadic spot 
shortages occasioned by natural cataclysms or improper sched- 
uling of shipments. 


Mixing firms, however, receive their non-estate allotments 
of chemcial nitrogen out of allocations obtained by the States 
from the Central Government.® The writer heard numerous 
complaints that the mixing firms were being treated as ''step- 
children. '' A chronic problem, it was said, was obtaining suf- 
ficient allotments of nitrogen from the State Governments. This 
uncertainty of supply of a basic constituent of mixtures was said 
to mean, in many cases, an inability to meet demand. Further, 
it was stated, insufficient supplies of chemical nitrogen tended to 
inhibit the ability of mixing firms to expand their markets. 


The impression gained from talking to State officials was 
that every attempt was made to meet the requirements of the 
mixing firms, but that first priority was given to the State-con- 
trolled distributors of straight material. These priorities were 
justified on numerous grounds, including (1) preference for 
straight materials on both agronomic and price bases, (2) desire 
to develop the State-controlled distributive system, expecially 
the cooperatives, and (3) a good deal of mistrust of the mixing 
firms. Much of the mistrust related to the marketing of mixtures 
was actually focused on distributors and subdistributors, rather 
than manufacturers. Considerable feeling was expressed, that 
(1) mixtures were more easily adulterated with deleterious sub- 
stances than was straight material, (2) the quality of mixtures 
and their nutrient contents were too highly variable, (3) distribu- 


6 With the exception of Hyderabad Chemicals and Fertilisers, 
Ltd. , a quasi-Government concern of the former Hyderabad 
State now incorporated in the Andhra State. This firm prepared 
and distributed a ''paddy fertiliser mixture'' through Department 
of Agriculture depots and received nitrogen allocations directly 
from the Central Government. 
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tors had frequently engaged in ''black market'' practices and 
price-gouging, and (4) distributors were not interested in agri- 
cultural improvement. 


It was impossible to ascertain the truth of these ''charges. '' 
The important point is, that State policies in allocating nitrogen 
to mixing firms were at least partly based on these attitudes. 
The manufacturers, for their part, did not directly deny the truth 
of the ''charges"', but insisted it was to their own interest as pro- 
ducers of branded merchandise to market a quality product at a 
reasonable price. They pointed out that retail prices were fixed; 
but it was also recognized that the ability of manufacturers ade- 
quately to police distributors was limited. ? 


Much the same set of conflicts prevailed in relation to al- 
location of nitrogen to State-appointed private distributors. One 
important consuming State reserved one-third of its allocation 
for cooperative appointees. Another, which appointed both co- 
operative and private distributors, showed a distinct preference 
for allotting nitrogen to the cooperatives, especially when it was 
in short supply. 


Practices of the States in selecting outlets, however, were 
highly variable. It has been the broad policy of the Centre, in 
keeping with the Plan, to develop the cooperative movement as 
the primary agricultural supply and marketing institution. Half 
of the States in India have interpreted this to mean giving cooper- 
atives monopoly rights in distributing fertilizers - a commodity 
with considerable Central Government resources behind it. In 
one State, this meant, in 1955, withdrawal of franchises from 
private agencies, and their replacement by appointment of a co- 
operative monopoly. Two States have appointed only private dis- 
tributors, on grounds of effectively utilizing existing facilities. 
Four North Indian States employ a combination of cooperatives 
and Department of Agriculture depots for all fertilizers. In this 
case, an almost complete absence of private facilities dictated 
State action. 


There is considerable argument over this policy of ''favoring' 


7 As a policing device, most of the mixing firms reserved 
the right to engage in direct distribution in an appointed distri- 
butor's territory. There is no evidence to suggest that this 
power has been extensively exercised. Many manufacturers 
required retail distributors to display a price list, which would 
be meaningless if the distributor adulterated the products. 
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cooperatives. On the one hand, it is argued that it is necessary 
and desirable to develop the cooperative movement. Giving them 
monopoly rights to market nitrogenous fertilizers gives them a 
needed ''boost.'' On the other hand, it is argued that it is neces- 
sary to distribute the maximum possible quantities of fertilizer, 
and that all available facilities should be utilized therefor. These 
differences of opinion account for the great variation, State to 
State, in the facilities used for distributing chemical nitrogen. 


These problems over allocation and choice of outlets illus- 
trate a fundamental difference in operation between environments 
in which a free market mechanism determines the flow of com- 
modities, and those in which commodity movements are largely 
determined by prior planning. The basic Government policy of 
pre-allocation on a user-class and geographic basis requires 
steps to insure adherence to the plans. It is thus the general, 
and pervading fact of planning, and its implementation by monop- 
oly control, that give rise to conflicts over allocation and the 
choice of outlets. As a monopolist, Government has the power 
to discriminate between classes of buyers. Such discrimination 
becomes an instrument in facilitating attainment of the twin goals 
of (1) distribution to users and regions according to the Plan, and 
(2) development of specific types of institutions. 


It should be pointed out, further, that resolution of these 
and other conflicts does not, as a rule, come about through the 
market place. Instead, the conflicts become the subject of an 
essentially non-market type of negotiation, with Government 
acting in the dual capacity of mediator and party to the conflict. 
The basic criterion for resolving the conflict, the, is not at all 
a question of the "'rights'' of the entrepreneur vs. those of the 
other party. Rather, it is how his activities ''fit in'' with Gov- 
ernment's concepts of implementing its broader objectives. In 
making allocations and choosing outlets, the standard becomes 
one of how effective are the private agencies in facilitating 
achievement of public goals as defined by public agencies. Proof 
of this latter proposition is provided by the fact, that with one 
exception, the States have utilized private facilities extensively 
in cases where private firms had built effective distributive net- 
works. Hence, Government has exercised its power as a dis- 
Criminating monopoly judiciously. 


PRICING 


Another set of conflicts has arisen over policies in pricing 
nitrogenous fertilizers. As part of its policy of developing satis- 
factory geographical consumption patterns, the Central Govern- 
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ment operates a freight pool, fixing for ammonium sulfate (the 
principal nitrogenous fertilizer) a uniform delivered price 
throughout India. There are actually two sets of prices: a price 
of Rs 350 per ton delivered at any railhead in India to a State 
Covernment or its appointed agent, and a price of Rs 380 to the 
farmer at any retail selling point. 


The States have no power to alter the retail price to the 
farmer, but they can charge different prices at the railhead to 
different classes of buyers. Ina number of States, mixing firms 
receiving ammonium sulfate out of State allocations pay a pre- 
mium of Rs 5 to Rs 15 per ton over the Rs 350 charged to the 
States. The mixing firms argue that this practice increases 
their costs, results in a higher price for the finished mixtures, 
increases the price differential between plant nutrient in mixed 
and straight form, thereby limiting possibilities for expanding 
the market for mixed fertilizers. The State officials deny any 
intent to use their monopoly powers to hamper the operations of 
the mixing firms. Justification for this kind of price discrimi- 
nation was based on the grounds that the extra charges were 
needed to offset losses incurred by the State in providing for dis- 
tribution of straight fertilizers to farmers. 


Two States followed a practice of differential pricing be- 
tween cooperatives and private distributors appointed for the 
marketing of straight nitrogenous material. In one case, offi- 
cials stated frankly that they were trying to encourage the co- 
operatives, and that the premiums were also used to help finance 
central storage warehouses operated by the Department of 
Agriculture. 


In these practices, we find little difference between the be- 
havior of the State Governments in India and that of the discrim- 
inating monopoly in our own country. India, however, has no 
operable equivalent of the Robinson-Patman amendment. In this 
particular case of price discrimination, the discriminatory ex- 
ercise of the monopoly power is justified on grounds of exped- 
iency, as well as the public policy goal of encouraging coopera- 
tives. Here again, however, the States that have adopted a 
"softer'' policy in making allocations to, and choosing private 
agencies as distributors do not follow such practices. 


TERMS OF SALE 


It was with respect to terms of sale that some of the most 
bitter complaints of private entrepreneurs against Government 
were observed. The Central Government generally followed the 
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practice of requiring 90 per cent cash against railway receipts 
from the State Governments, the balance to be paid on delivery 
at the railhead. No cash or quantity discounts are given. The 
practices of the State Governments in requiring payment for al- 
lottees appointed to distribute straight nitrogenous fertilizers 
were similar: usually cash against rail receipts. 


The terms of payment required of mixing firms, however, 
were quite different. In almost all of the States, mixing firms 
were required to make payment to the State Governments upon 
allocation of their nitrogen supplies. This meant an average 
lapse of three months between payment and receipt of the goods. 
The mixing firms contended that this practice forced them to tie 
up capital in non-existent inventory, and that it was therefore 
quite difficult for them to use their resources for improving pro- 
ductive facilities or increasing their marketing efforts. 


The States justified the practice of requiring advance pay- 
ment on the grounds, that otherwise, the mixing firms would 
overstate their needs. The only way to get them to state their 
nitrogen requirements accurately was to require payment once 


application for an allotment had been approved. 
CONCLUSIONS 


The conflicts between Government and private agencies il- 
lustrated above are similar, in subject matter, to the types of 
intra- and inter-channel conflicts to be found in more purely pri- 
vate enterprise environments. However, they represent a 
special case of market behavior under a situation of discriminat- 
ing monopoly. The case is special because there are no limits 
prescribed by a third party on the power of the monopolists to 
discriminate. The monopolists, themselves, are in effect the 
"third party. '' As such, the extent to which the monopoly power 
is exerted is based largely on the monopolists' conceptions of 
what is desirable. 


In such a situation, the resolution of conflicts occasioned 
by exercise of the monopoly power cannot come as a result of 
direct market interplay. Instead, any resolution must come 
from non-market negotiation. In such negotiation, the private 
parties involved have no inherent rights in the market place, 
other than the basic civil rights guaranteed under the Indian Con- 
stitution. In any event, their legal existence is not at stake, but 
rather the nature of their market relationship with the public 
party to the negotiation. Under such circumstances, the position 
of private parties in the market in relation to Government 
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participants is largely conditional upon the effectiveness of the 
former in fulfilling goals set down as public policy. Government 
is the chief interpreter of such policy. In such negotiations, it is 
therefore incumbent on the private party to convince the Govern- 
ment that a change in practices would result in enhancing the ef- 
fectiveness of the marketing organization. The criteria for ef- 
fectiveness, in turn, are based on the various goals embodied as 
public policy. 


Government's power as a discriminating monopoly becomes 
a consciously-employed instrument for the implementation of 
public policy. But, should discriminatory behavior by Govern- 
ment seriously weaken the effectiveness of private marketing 
agencies, a contradiction with the broad policy of maintaining a 
system of mixed entrepreneurship would be created. The effec- 
tiveness of private marketing agencies, i.e. their ability to con- 
tribute to economic growth, is, in Indian terms, their only reason 
for existence. To the extent that private agencies are rendered 
ineffectual, their continued coexistence with Government enter- 
prise would be truly incompatible. Hence, an injudicious appli- 
cation of the monopoly power by Government could, equally with 
obstructive behavior by private agencies, create the conditions of 
incompatibility. 


As far as fertilizers are concerned, there is no evidence 
that Government's exercise of the monopoly power has threatened 
the survival of private groups as effective marketing agencies. 

If anything, the opposite is shown by the continued expansion of 
the private sector of the fertilizer industry. This expansion has 
been slow compared to that of the public sector of the industry, 
and perhaps it has even been inhibited to an extent by some of the 
problems referred to earlier. Nevertheless, it is an expansion. 
The fertilizer market itself, unsaturated as itis, has consider- 
able scope for expansion in many directions. As long as this is 
the case, continued coexistence of public and private marketing 
enterprise would appear to be probable. 
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The Influence of Consumer Deals on Urban 
Household Purchases of Butter, Margarine, 
Vegetable Shortening, and Salad and Cooking 


Oils in Metropolitan Chicago 


LYNN H. STOCKMAN* 
NORTHWESTERN UNIVERSITY 


NATURE OF THE STUDY 


The effectiveness of one-cent sales, coupons, two-for-one 
offers, and other consumer "deals" has long been a controver- 
sial topic among marketers. While deals are used liberally by 
some very astute marketing strategists, these same deals are, 
at the same time, denounced by others as ''money down the drain" 
or simply as ''sales hypos" which aren't worth what they cost. 


Some of this divergence of opinion stems rather obviously 
from the vested interests of those concerned. A greater part 
may well arise from a lack of unbiased data concerning the ef- 
fects of deals on consumer purchases. 


This study was accordingly undertaken to provide some 
answers in a number of areas, such as the following: (1) the ex- 
tent of consumer participation in deals; (2) the characteristics of 
the families who are the most prone to avail themselves of deals; 
(3) the influence of deals in inducing first-purchases of products 

and brands; (4) the role of deals in stimulating heavier consump- 
tion of certain commodities; (5) deals and interbrand shifts; and 

(6) interproduct substitutions as a result of deals. The products 
chosen for this study were butter, margarine, vegetable short- 

ening, and salad and cooking oils. The time involved is the two- 
year period from July, 1953 through June, 1955. 


*Lynn H. Stockman is Associate Professor of Marketing at 
Northwestern University, where he has been a member of the 
faculty of the School of Business since 1946. Prior to World 
War II he was employed in the Retail Executive Office of Mar- 
shall Field & Co., and later was a market analyst in the Sales 
Research Department of Standard Oil Company of Indiana. He 
received his AB degree from the University of Utah and holds 
MBA and PhD degrees from Northwestern University. The 
basis for this paper was the work he did for his PhD disserta- 
tion. 
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THE SAMPLE 


The basic data emanated from a static sample of 555 urban 
families and one-person households residing in the city of Chicago 
and in the urban area within an approximate forty-mile radius of 
downtown Chicago. (So far as its urban population characteristic 
are concerned, this area is essentially that comprising the Chi- 
cago Standard Metropolitan Area, as defined by the Bureau of the 
Census. ) 


The families in the static sample of 555 were selected from 
among those comprising the continuous consumer panel maintain- 
ed by the Research Department of the Tribune Company. These 
families were among those which had reported continuously dur- 
ing the two-year period under observation, and they thus provided 
a continuing picture of consumer purchases in each household. 


Funds with which to purchase the basic data, and with which 
to defray a substantial portion of the processing and other costs 
incident to the analysis were provided by the United States De- 
partment of Agriculture through a research contract with North- 
western University. 


Space limitations do not permit of a full recounting of the 
validation of the basic data. It can be said, however, that the 
methods used in the establishment and maintenance of the panel 
were carefully appraised, as was the proportionality within the 
static sample. In addition, opinions were sought from marketing 
researchers and others who had used data from this panel. It 
became evident that the basic data, while subject to some limita- 
tions, were nonetheless adequate for the purposes of this study. 


MAJOR FINDINGS 
The following are the major findings of the study: 


1. The panel data revealed a virtual non-existence of con- 
sumer deals in the purchase of butter. For the other products, 
approximately half of those purchasing margarine and shortening 
reported participation in one or more deals during the two-year 
period. Only about one in five purchasers of oils reported some 
deal participation. 


2. Of those reporting one or more purchases, relatively 
small numbers of heavy-dealing families accounted for dispro- 
portionately large shares of all reported deals. For example, 
ten per cent of the households accounted for over half of all 
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purchases involving margarine deals. Similarly, ten per cent of 
the households accounted for over half of the oils deals. Forty- 
five per cent of the shortening deals were reported by another 

ten per cent of the panel families. (Interestingly enough, only 
about three families of the entire 555 could be classified as heavy 
participants in deals involving three products. ) 


3. Those reporting the heaviest participation in deals were 
found primarily among the heavier-purchasing households. In 
addition, these heavy-dealing families typically possessed the 
following characteristics: 


(a) they were white families (nonwhites reported very 
few purchases involving deals) 


(b) they had above-average incomes 


they were the larger families and those in which 
children were present 


the housewife was under 45 years of age 


the head of the household had completed more years 
of schooling than had those reporting less deal 
participation. 


CONCLUSIONS REACHED 


The following, in very brief form, are the major conclu- 
sions reached in the study. The conclusions pertain, of course, 
only to consumer purchases in Metropolitan Chicago during the 
period July, 1953 through June, 1955. In formulating the con- 
clusions consideration was given to the fact that the data came 
from a relatively small sample of a large and diverse market, 
that there were some (minor) disproportionalities evident in the 
sample, and that the purchase diaries might be expected to 
evidence some under-reporting both of ordinary purchases and 
of deal purchases. The conclusions are stated as answers to 
questions -- questions which prompted the study to be undertaken. 


l. 'Did deals induce consumers to try a product (as con- 
trasted with a brand) not previously purchased?" 


It is doubtful that deals could have exercised such in- / 
fluence in more than one or two per cent of all the purchases re- 
ported during the two-year period under study. 


2. ''Did deals lead any of the families to purchase an 
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increased volume of any of the products ?"' 


It is possible that deals, in part, influenced some tem- 
porary increase in the volume of margarine and shortening pur- 
chased by four or five per cent of the households in Metropolitan 
Chicago. It should be noted, however, that increased volume 
was undoubtedly stimulated also by advertising, shelf position, 
in-store promotion, the state of the consumer's finances -- and 
by many other factors. It seems reasonable to believe that cred- 
it for whatever sales were made should be shared, in most in- 
stances, between deals and a number of other influences, The 
influence that could properly be ascribed to deals, per se, is un- 
doubtedly minor. 


No conclusive determination could be made for salad and 
cooking oils because of the relative infrequency of purchase. 
However, on the basis of such evidence as was available, the in- 
fluence of deals was, at most, very slight. 


3. ''Did some families purchase only when deals were avail- 
able ?"' 


Yes, it appears probable that as many as ten per cent of 
all margarine purchasers and perhaps five per cent of those buy- 
ing shortening and oils purchased only when deals were available. 


4. ''What was the influence of deals on frequency of pur- 


chase ?"'! 


Deal influence was negligible. 


5. ''Did deals serve to convert light purchasers to heavier 


purchasers ?"' 


In the case of margarine, ''no.'' For shortening, it is 
possible that a few households (less than five per cent) purchased 
somewhat more heavily because, in part, deals were available. 


6. ''Did deals influence consumers to try brands not pre- 


viously purchased? (Or, at least, not purchased for six months. }' 


It appears probable that deals did exercise some influ- 
“nce in this respect. As many as twenty-five or thirty per cent 
of all margarine and shortening deal purchases may have been 
made as a result of some influence of this nature. Ten or fifteen 
per cent of the deal purchases of salad and cooking oils appeared 
to involve brands that had not previously been purchased. It is 
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important to note, however, that the foregoing pertains to pur- 
chases which involved deals. This extended to only six per cent © 
of the margarine and oils volume, and to seventeen per cent of 
the vegetable shortening volume. 


7. ''To what extent did those who were apparently introduced 
to a brand through a deal purchase continue to buy that brand?" 


Relatively few margarine buyers continued to buy the 
deal brand as much as, or more than, other brands. Probably 
not more than five per cent of these introductory deal purchases 
were followed by purchases of the deal brand more than other 
brands. 


In the case of vegetable shortenings, deals appear to 
have had more influence. It is possible that some sixty to sev- 
enty per cent of all such introductory purchases were followed by 
purchase of the deal brand at least as much as, and in some 
cases more than, other brands. (These instances would be 
equivalent to about ten or fifteen per cent of all deal purchases, 
whether introductory or not. ) 


In approximately one-third of the introductory-deal 
purchases, the deal brand of margarine and of shortening was 
not purchased again at all, or, at least, the deal brand was not 
purchased again within six months. 


8. ''To what extent did deal purchases simply represent 
additional purchases of brands that were already being purchas ed 


as much as, or more than, other brands?'' (This question per- 
tains to all deal purchases, irrespective of whether the deal pur- 
chase represented a first purchase of the brand. ) 


For margarine, and for salad and cooking oils, about  . 
one-third of the deal purchases probably represented additional 
purchases of brands that were already being purchased as much 
as, Or more than, other brands. For shortening, about fifty per 
cent of the deal purchases were simply reduced-price opportun- 
ities for already-loyal customers. 


9. ''To what extent did families continue to buy the deal 
brand in the month or two months following a deal purchase?" 


In about two-thirds of all margarine deal purchases, the 
deal brand was purchased less, in the month following the deal 
purchase than were other brands of margarine. About half of the 
shortening deal purchases were followed by sixty-day periods in 
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which the deal brand was not purchased as much as were other 
brands. 


Relatively few purchasers exhibited any consistent be- 
havior with respect to the brands purchased on deals, as com- 
pared with the brands purchased in the month or two immediately 
before and immediately following the deal purchase. The pre- 
dominant type of behavior was that of favoring the deal brand 
when it was offered on a deal, and of buying other brands at other 
times. 


10. ''Were there significant differences between families 
that evidenced different types of behavior with respect to the 


brands purchased before, during, and after deals ?'' 


There were significant differences between dealing 
households and nondealing households, but there apparently are 
not characteristics which typify those households exhibiting 
specified types of participation in deals. Many different types of 
families evidenced many types of behavior with respect to brands 
purchased before, during, and after deals. 


The foregoing constitute some of the answers which the 
study undertook to discover. There are, of course, many more 
questions that remain to be answered. This much, however, 
seems certain. Most of the deal offers studied could have ex- 
erted no more than a very minor influence in most urban house- 
hold purchases of the products under study. In the few instances 
in which deals probably played some part in determining the 
brand and the volume purchased, the influence was temporary. 


But could more be expected from any one type of pro- 
aotional effort? Perhaps the primary role of consumer deals 
's simply to stimulate interest in a new brand or to help persuade 
housewives to repurchase a product or a brand not purchased for 
many months. These, at least, are the only areas in which the 
consumer deals studied could reasonably be thought to have had 
any real influence on consumer purchase behavior. 
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An Analysis of the Marketing of Utility Airplanes, 
With Emphasis on Marketing Practices 


and Problems of Manufacturers 


JOHN S. WAGLE* 
OKLAHOMA STATE UNIVERSITY 


This is a paper about the marketing of utility airplanes by 
manufacturers. The term "utility airplane" refers to aircraft 
produced and marketed for any civilian use other than airline 
activity. The marketing problems and practices discussed are 
those of the manufacturer. No attempt is made to analyze ac- 

| tivities of middlemen except insofar as they are directly related 
_ to the manufacturer. 


Civilian aviation can be subdivided into "'airline'' and 
"general. '' The former term includes both scheduled and non- 
scheduled air transport activities and is outside the scope of 
this research. General aviation is concerned with all other 
civilian aviation activities. This latter term, then, includes 
aviation for business, agriculture, aerial taxis, instruction, and 
sport. 


While airline aviation makes use of the larger multi- 
engined aircraft, general aviation utilizes for the most part light 
twin-engine and single-engine products. These airplanes that 
are produced and marketed for use in general aviation are re- 
ferred to as "utility airplanes.'' This explanation of the term is 
in conformity with current usage in the trade and is in agreement 
| with the concept of civilian aviation as advanced by the Aircraft 
Industries of America. 


*John S. Wagle is Professor of Business Administration at 
Oklahoma State University, Stillwater, Oklahoma. He has been 
engaged in teaching and research in the field of marketing for 
about twelve years. Previously, Mr. Wagle was engaged in 
sales and credit work with the Addressograph-Multigraph Cor- 
poration and General Motors Acceptance Corporation. In ad- 
dition to his present academic work, he has conducted consult- 
ing activities with Boeing Airplane Company, Beech Aircraft 
Corporation, and Standard Oil Company. Professor Wagle 
holds the MBA degree from the University of Texas and the 
PhD from The Ohio State University. The research for this 
paper was accomplished in connection with his PhD dissertation. 
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In the years before World War II, light airplanes were us- 
ually referred to as ''personal" or ''private, '' connoting a plea- 
sure or sporting use. This was in truth a good descriptive title 
at the time when light aircraft were few in number and were used 
to a very limited degree for business. However, there is an ex- 
panding business use of airplanes, and the older terminology 
causes misconception as to the true potential of the product. 
Thus, the area of study in my research concerns the marketing 
activities of manufacturers of airplanes to be used for purpose 
stated in the preceding paragraph. 


Objectives of the study were: (1) To analyze selected mar- 
keting problems faced by the manufacturers, (2) to examine rea- 
sons for adoption of distribution practices, and (3) to evaluate 
these practices in the light of good business procedure for mar- 
keting airplanes. 


The problems to be examined were compiled as a result of 
informal interviews with executives in airplane manufacturing 
and distributing companies, as well as executives in related con- 
cerns. The following four categories of problems resulted: (1) 
Delineation of the characteristics of the market for utility air- 
planes. (2) Organization of the manufacturers' marketing divi- 
sion. (3) Channels of distribution and margins. (4) Additional 
phases of distribution. Analysis was made by a second set of ex- 
haustive interviews with executives in the industry and by study 
of unpublished internal records of manufacturing concerns. 


MARKET FLUCTUATION 


There are three aspects of the utility airplane industry 
which underlie many of the problems and practices studied in 
this research. The first aspect is that of abrupt fluctuation in 
the market for civilian aircraft. In an attempt to lessen their 
risk caused by these changes in demand, producers have estab- 
lished practices of requiring a deposit at the time the order is 
placed and full cash payment when the airplane is delivered. 
These procedures have eliminated some prospective purchasers 
from the market because they lack the necessary capital to make 
cash payments. To solve this problem of retarded demand the 
producers have sponsored a number of financing and leasing ar- 
rangements through banks and other institutions. 


CHANGE IN USE OF PRODUCT 


The second aspect of significance is the change in use of 
civilian aircraft. The trend is to business and commercial use 
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of civilian aircraft. Few airplanes are now purchased primarily 
for pleasure. Asa result, utility airplanes are now sold in an 
industrial goods market. Much of the distribution functions, 
however, are conducted as though a consumer goods market still 
prevails. If maximum sales are to be obtained, selling appeals 
and marketing techniques as well as aircraft design must be 
studied and developed in the light of this changed market. 


PRODUCTION ORIENTED PHILOSOPHY 


The third important aspect is the philosophy which pervades 
the industry to the effect that production is important while mar- 
keting is relatively insignificant to company success. Reasons 
for the acceptance of this philosophy are as follows: 


1. The three largest companies attained most of their 
growth as a direct result of World War Il. Sales during this era 
were to the military divisions of the Government, and marketing 
activities were unnecessary in the successful operation of the 
companies. 


2. Personnel now in major policy-making positions ad- 
vanced to these jobs through production and engineering attain- 
ments and not through marketing success. This path of advance 
has resulted in almost all of the major positions being filled with 
capable production men who have little knowledge of marketing. 


3. The importance of safety in airplanes is of so much 
significance that production and engineering activities aimed at 
constructing safer airplanes add emphasis to production at the 
expense of distribution. 


4. Founders of the manufacturing companies were primar- 
ily interested in flying and constructing airplanes. These 
founders or their families are still in positions of authority in 
the producing concerns. Their interests now are reflected in the 
emphasis placed on production. 


Because of the strong emphasis on production, the organi- 
zation structure of the producers was studied in an effort to draw 
conclusions as to whether or not the companies were organized 
in a manner promotive of good marketing practices. This ex- 
amination shows that there is: 


l. A lack of organization balance between the various divi- 
sions of the companies. 


_ 
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2. A lack of organization balance between the various 
activities within the marketing divisions. 


3. A lack of provision for organization stability and growth. 


This production-oriented philosophy is thus one cause of 
many of the problems discussed inthis study. The first stepin 
solving most of these problems is an upgrading in the importance 
of distribution. There are indications that such change is in the 
process of being realized; however, it is a gradual shift and will 
take place in some companies only after sales are lost to ''mar- 
keting oriented" producers. 


No recommendation is made herein that less emphasis 
should be placed on production. Rather the objective is to de- 
velop a better balance between production and marketing by in- 
creasing and improving distribution while maintaining production 
activities. 


In this study it is found that functions which usually do not 
receive proper emphasis are marketing research, selection, 
training, and financing. In some of the companies these func- 
tions are a part of the sales managers’ direct responsibilities. 
These sales managers do not possess the training or the time to 
conduct each separate function in the detailed manner necessary 
to give proper emphasis to each phase of the marketing task. As 
a result, the sales managers and their limited staffs concentrate 
their efforts on those tasks that are considered to be most direct- 
ly productive of sales. Other functions which might also be pro- 
ductive are slighted, and there is little time for experimentation 
with new methods and techniques. 


There are indications that point to a greater degree of 
specialization in the future. For example, in 1956 one company 
established departments of marketing research and sales train- 
ing. Executives in other companies express an interest in spe- 
cializing the marketing functions, but they hesitate to recom- 
mend changes to top management because of the prevailing phi- 
losophy of the minor importance of marketing. Balance within 
the marketing division must be achieved if maximum sales are 
to be obtained. 


The lack of provision for organization stability and growth 
results from the fact that large scale marketing has existed for 
avery short time. Until about 1950 there were few individuals 
in the industry capable of training others in marketing work. 
These few had their time so completely consumed with marketing 
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airplanes that training of others was a neglected area. There 
was but slight change in this situation by 1956. 


When replacements are needed in a marketing task, the 
alternative choice is between hiring personnel from within the 
company or going outside the organization. To hire from within 
usually means shifting production-trained personnel to marketing 
positions. Since there is within aircraft manufacturing concerns 
a scarcity of personnel who are trained in marketing techniques, 
it is desirable that experienced distribution personnel from other 
industries be brought into aircraft marketing in order that prac- 
tices which have proved to be successful may be adopted in the 
marketing of airplanes. Selection, training, and compensation 
are additional problems closely related to provisions for 
stability and growth. 


CHANNELS OF DISTRIBUTION 


Another major category of marketing problems is directly 
related to the policies and practices concerned with channels of 
distribution. Over 90 per cent of utility airplane sales are made 
through middlemen. Direct sale from manufacturer to user is 
reserved for experimental airplanes and for geographical areas 
where middlemen cannot be secured. 


Reasons for the use of middlemen by manufacturers are as 
follows: 


1. The manufacturer can operate with less capital; the 
middlemen is required to furnish the equipment, the inventory, 
and the supply of labor to perform whatever tasks are necessary 
in a distributorship or dealership. 


2. The distributor pays cash for demonstrator and inventory 
airplanes as well as for airplanes sold to final purchasers. This 
permits the producer to obtain working capital as soon as an air- 
plane is completed and to operate with less risk of change in 
value of completed aircraft while in inventory. 


3. Executives feel that the sale of airplanes often depends 
on local contact with the customer by the dealer. The customer 
wants a vendor whom he knows and can rely upon for service, 
repair, and advice. The local dealer fits this requirement. 


4. As previously stated, manufacturers are production 
Oriented and feel that they can do a better job in specializing on 
production and in letting middlemen handle as much of the dis- 
tribution task as is possible. 
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A system of margins is used to reimburse these middlemen 
for the functions performed. These margins are quoted as dis- 
counts from list price. 


The margins vary first between distributors, dealers, and 
agents. This variation is to provide reimbursement in relation 
to the expected amount of capital required and the amount of serv- 
ices demanded from each of the types of middlemen. Distributors 
are the strong link in the channel of distribution. They furnish 
more capital than dealers or agents. Im addition, they are re- 
sponsible for dealers and agents in their territories. Thus dis- 
tributors receive higher margins than other middlemen. Dealers 
in turn are expected to supply more capital and perform more of 
the functions than agents. They receive larger margins than 
agents but smaller discounts than distributors. 


The problem of selecting enough qualified middlemen is one 
that presents a number of obstacles. The manufacturers want 
distributors and dealers who have at least five years of success- 
ful business experience, who can pilot an airplane, and who have 
sufficient capital available. Under these qualifications, market- 
ing executives in the producing companies are of the opinion that 
there are not enough qualified people with the desire to undertake 
such an enterprise. If a prospective distributor has successful 
business experience, he is likely to have a higher income than he 
would derive from a distributorship in the aircraft industry. 


The shortage of middlemen results in the three major pro- 
ducers' obtaining most of the well qualified people available be- 
cause the franchises of these manufacturers are more profitable 
than are those of the smaller producers. The shortage is so 
acute that the small concerns cannot obtain distributors in some 
parts of the country, and they are forced to sell directly from 
producer to final purchaser in these territories. This situation 
usually results in a minimum of orders from these area, for the 
producers are not organized to sell in this manner. 


There appears to be no immediate solution to the problem 
of attracting sufficient numbers of qualified middlemen to the in- 
dustry. Increased earnings will require either larger margins 
ora greater sales volume. Executives state that neither of these 
changes is likely to take place rapidly. There is, however, a 
gradual increase in volume of sales, which will improve the po- 
sition of the middlemen in future years if rising costs do not con- 
sume all of the benefits of such sales expansion. 
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CONCLUSION 


This study concludes that the utility airplane industry is an 
oligopoly with differentiated products. There is very little tend- 
ency to cut price. Competition in the future is expected to be in 
the form of advertising, sales promotion, marketing research, 
sales techniques, and product design. Most of the producers are 
not yet prepared to emphasize marketing functions so that the 
producer who moves first and most forcefully in these distribu- 
tion activities will gain a lead in the competitive battle. Those 
who lag behind in developing the marketing phase of their busi- 
ness are likely to experience adverse effects, resulting ina 
smaller share of the total market. 
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An Economic Analysis of Mass Transit 


Operations in the United States 


STEPHEN PARANKA* 
GEORGIA STATE COLLEGE 


Since the end of World War II the mass transit industry has 
been in an economic decline. During the period 1945-1956 num- 
ber of passengers carried declined 53 per cent, net revenue de- 
clined 54 per cent, and number of revenue vehicle miles operated 
by the industry declined 22 per cent. The object of this paper is 
to analyze the economic factors which have been instrumental in 
the industry's decline and to recommend a program for construc- 
tive action. 


Data for the study which is the basis for this paper were 
collected from both primary and secondary sources. Case stud- 
ies of six representative cities provided detailed information 
about particular transit operations. Although each city has its 

_own peculiar transit situation, it was felt that there were funda- 
mental aspects which would apply to the entire industry. Second- 
ary sources of information included library references, special 
transit studies, and American Transit Association publications. 


DEMAND FOR MASS TRANSIT SERVICE 


Analysis of demand for mass transit service may be divid- 
ed into two parts: (1) shift in demand and (2) change in demand. 
The economic factor of a price change is directly related to a 
shift in demand. This relationship has been reduced to a formula 
by John Curtin as follows: There is a one third of one per cent 
decrease in riding for each one per cent increase in fare. Signif- 
icance of the fare level is further shown by the relatively small 
decline in mass transit operations in New Orleans, where the 
same fare prevailed throughout the period, 1945-1956. Factors 
other than price effected the decline in transit ridership in New 
Orleans. 


*Stephen Paranka has been Associate Professor of Market- 
ing at Georgia State College of Business Administration since 
September, 1957. He received his DBA degree from Indiana 
University, where he was a Research Associate in the Bureau 
of Business Research, 1955-1956. Previously Professor 
Paranka was Instructor of Marketing at University of Notre 
Dame, 1952 to 1954. This paper stems from his doctoral 
dissertation research. 
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Speed, convenience, and social acceptance are factors 
which can effect a change in demand. Since most people are in- 
terested ir traveling quickly, speed is an important factor in de- 
mand for transportation. Transit studies show that ridership on 
fast schedules, such as express runs, has declined less or may 
have even increased in comparison with ridership on regular 
routes. The factor of speed has been credited for the successful 
operations of the Shaker Heights Rapid Transit Company, the 
only one of 162 companies in the United States which has shown 
a consistent increase in traffic since 1946. 


The importance of the factors of convenience and social 
acceptance to demand is shown by the increased use of the auto- 
mobile, which emphasizes these factors. In the period 1945- 
1956 automobile registrations in the United States increased 53 
per cent. Convenience of the automobile is related to its acces- 
sibility, and social acceptance is related to the prestige usually 
associated with automobile travel. It is obvious that the in- 
creased use of automobiles for transportation results in less 
demand for mass transit service. 


SUPPLY OF MASS TRANSIT SERVICE 


On the supply side, the economic factors which may be 
considered are labor cost, equipment and material cost, taxes, 
and operating peaks. Labor cost, by far the largest cost factor 
in transit operations, has been increasing at the fastest rate. 
While wages have increased significantly, worker productivity 
has not kept pace. During the period 1929-1950, the percentage 
of transit labor cost to corporate sales increased from 59.4 per 
cent to 76.4 per cent. 


The cost of equipment and materials also has increased 
Significantly. As a case in point, the Louisville Transit Com- 
pany experienced an increase in equipment cost of 100 per cent 
from 1940 to 1954 and an increase in gasoline cost of 69 per cent 
during the same period of time. 


Taxes represent another important cost factor in mass 
transit operations. There are three general classes of taxes 
which apply to all transit systems: (1) normal, (2) special utility, 
and (3) special transit taxes. The normal tax category includes 
income, real estate, personal property, license, and fuel taxes 
and registration fees. These normal taxes are also imposed 
upon corporations and individuals and, therefore, are justifiable. 
Special utility taxes, such as the franchise tax and gross receipts 
tax, were warranted at their inception, when transit had a 
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monopolistic hold upon local transportation. However, the situ- 
ation today has changed, and the special utility taxes should be 
adjusted accordingly. The special transit taxes are particular 
taxes which are levied only upon transit operations. In certain 
instances these special transit taxes are justifiable, but there 
are examples of this tax being used to discriminate against mass 
transit systems. 


The mass transit industry is characterized by operating 
peaks during rush hours and working days versus non-rush hours 
and non-working days. These peak periods determine the fixed 
expense of capacity requirements for transit equipment, even 
though the full capacity is not used during off-peak periods. 
Service offered which is only partially utilized is also an econom- 
ic liability. The unused service is perishable, but the costs of 
operation must still be absorbed. 


A PROGRAM FOR CONSTRUCTIVE ACTION 


One type of adjustment recommended is a change in opera- 
tions to comply with consumer demand. Leading transit systems 
have already acted in developing varied services to fit the demand 
pattern. The most successful service adjustments include the 
following: 


1. The addition of express service to satisfy public desire 
for increased speed. 


2. The addition of a rapid transit system to increase rider 
comfort as well as speed of service. 


3. The addition of park-ride facilities to increase conven- 
ience of service. 


4. The addition of special and charter services to increase 
convenience of service. 


Another type of adjustment which some transit companies 
have found helpful is the establishment of a zone fare structure 
in place of the traditional flat fare structure. The trend of pop- 
ulation decentralization to suburban areas has meant higher costs 
of service to suburban groups. An increase in a flat fare struc- 
ture to cover these increased costs would be discriminatory to 
short-distance riders and would directly influence a reduction in 
the number of riders. A zone fare structure permits a higher 
fare for long-distance riders, while retaining a lower fare for 
short-distance riders. Although zone fares are not completely 
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free of discrimination, they are more equitable than a flat fare. 


A third type of fare structure, the distance fare, seems to 
offer greater benefits than either the zone fare or the flat fare. 
The distance fare structure has a basis for price appeal toward 
attracting marginal riders, a basis for increasing transit rev- 
enues by charging higher rates to long-distance riders, anda 
basis for complete elimination of fare discrimination among 
riders. A problem of collection exists in this type of fare struc- 
ture, but it is a technical problem which can be solved and should 
not discourage adoption of the new structure. 


Transit operation has been undergoing a cost increase from 
two directions: (1) the inflationary trend has effected higher total 
costs of operation and (2) the declining trend in number of riders 
has effected a higher cost of service per rider. To adjust opera- 
tions to rising costs, transit companies have several possibilities 
as follows: 

1. Reduction in personnel to reduce labor costs. 


2. Modernization of equipment to reduce costs of operation. 


3. Modernization of maintenance facilities to reduce main- 
tenance costs. 


4. Tax relief to reduce taxation burden. 


5. Retraining operating personnel to reduce the accident 
claim incidence. 


6. Reduce service in order to lower operating costs. 

A key to transit success is public acceptance. In order to 
increase public acceptance, transit officials should be active in 
public relations work. Specific recommendations for public re- 


lations activities are as follows: 


1. Frequent news releases to the press, radio, and tele- 
vision facilities. 


2. Talks delivered by transit officials to organized public 
groups. 


3. Complete cooperation with city officials. 


4. Full use of transit communicative devices, e.g., car- 
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cards, ''Take-one'' pamphlets, and direct mail pieces. 
5. Replies to written complaints. 


6. Public relations training for transit employees, espec- 
ially drivers. 


In this public relations work transit representatives should pro- 
mote the advantages of transit service. 


Transit companies have benefited from cooperation with 
other business groups who have an interest in mass transit serv- 
ice. These groups include downtown retailers, city newspaper 
publishers, suburban industrialists, and real estate developers. 
Transit officials probably should take the initiative in suggesting 
cooperation with other business groups for mutual benefit. Pos- 
sible benefits are subsidized fares, subsidized operations, sup- 
port for favorable traffic regulations, and promotion of transit 
services to the public. 


The city government is in an excellent position to help 
transit systems. Some specific recommendations for city action 
are as follows: 


1. Traffic regulations to facilitate transit movement. 
a. Restricted parking on main thoroughfares 
b. Transit lanes in the downtown area 
c. Restricted trucking activities during rush hours. 


2. Strict enforcement of traffic regulations. 


3. Construction of transit right-of-ways 
a. Rapid transit system 
b. Bus turnouts on expressways 

c. Fringe parking lots 


4. Regulation relief. 


5. Tax relief. 


These recommendations are designed to make transit use more 
attractive. As people shift from some use of the automobile, re- 
duced traffic congestion will mean improved transit speed, there- 
by adding to the competitive position of transit systems. Only a 

partial abandonment of automobile use should be expected since 

the automobile has become a social symbol of our economy. City 
action can, however, limit the degree of automobile use so that 
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over-indulgence is eliminated. 


A city can handle the traffic problem most effectively by 
assigning this function to a single body with authority over all 
aspects of traffic within the metropolitan area. A single body 
would be most effective in coordinating the various parts of a 
traffic program: traffic regulatory functions, zoning authority 
for parking lot and parking garage locations, traffic engineering 
functions, and transit regulatory power. Coordination of the 
traffic factors by a single body offers a basis for maximum 
utilization of available land area. The agency should have au- 
thority beyond the immediate city to include the entire metro- 
politan area because the fundamental framework for local move- 
ment is the metropolitan unit. The plan should consider future 
needs as well as the immediate circumstances. Studies of land 
use and movement of people will yield data to use in plans for 
the future. The city can then prepare to handle anticipated 
changes. Mass transit's economic advantage in street use 
should give it an important role in a city's plan for the future 
traffic program. 
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Teacher Attitudes and Opinions of Certain 


Association Practices and Policies 


WILLIAM R. DAVIDSON* 
THE OHIO STATE UNIVERSITY 


The Teacher Role Review Committee has had a very brief 
and an almost totally unpublicized history. Most teacher mem- 
bers of the American Marketing Association probably are not 
aware of the purpose or character of this Committee, even 
though they may have made a contribution to its work. 


Because of the Committee's rather secluded official origin 
and its relatively obscure existence, it appears advisable to re- 
view the background for its work. 


HISTORICAL BACKGROUND 


At all (or at least at most) of the December meetings since 
about 1950, many influential teachers of marketing have been in- 


_ volved in various unorganized discussions in which the major 


topic was some form of dissatisfaction with the role of teachers 
in the A. M.A. Such ''bull sessions" attained an unprecedented 


_fervor in New York in 1955, the most recent year in which the 
official A. M.A. meeting was held in December! in connection 


| with the Joint Allied Social Science Association. 


*William R. Davidson is Associate Professor of Business 
Organization at The Ohio State University and has been teaching 
on the faculty of that school since 1947. Since 1955 he has been 
Director of the University's Executive Development Program. 
He is coauthor of textbooks on marketing and retailing and 
serves as a consultant to several business organizations and 
trade associations. Professor Davidson is President of the 
Central Ohio Chapter of the American Marketing Association 
and has been active in national A. M.A. affairs, having served 
as Chairman of the subcommittee on the Teaching of General 
Marketing, Chairman of the committee on the Teaching of Mar- 
keting and also Chairman of the Teacher Role Review Committee. 


1 Annual meetings of the Association are held in December 
every third year. In 1954, 1956, and 1957, special conferences 
under the auspices of the Teaching of Marketing Committee 
have been held in December, with the Joint Allied Social 
Science Association. 
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Certain of these discussions in which the writer was in- 
volved were quite heated; others were very cordial. But all of 
them had a common characteristic, namely, that they were more 
critical than constructive, more irresponsible than reasoned. It 
was, nevertheless, quite apparent that some very real dissatis - 
faction existed and that it was deep-rooted. 


In 1956, when the planning for the Cleveland December 
meetings was underway, the then Chairman and Vice Chairman 
of the Teaching of Marketing Committee decided that it would be 
in the best interest of teachers and also in the best interest of 
the Association as a whole to have a public conference session in 
which the ''Role of Teachers'' might be explored by responsible 
persons, on the basis of the kind of considered deliberation that 
is required for participating in such a meeting, including publi- 
cation in the official proceedings. 


THE 1956 CLEVELAND MEETING 


The main luncheon session at the Cleveland conference was s: 
devoted to this general topic. Our President of the moment, Mr. Si 
Charles W. Smith of McKinsey & Co., analyzed the role of teach- ay 
ers from the formation of the present Association in 1937 to the | th 
current time, from the viewpoint of a non-academic elected offi- w 
cial. Several outstanding educators, noted for long association hi 
with the A. M.A. and its predecessor organizations, made com- ic 


ments from the standpoint of the teachers' group. These men 
were Professor Paul D. Converse of the University of Illinois, 


the late Professor Harold H. Maynard of The Ohio State Univer- s] 
sity, and Professor Delbert J. Duncan of the University of m 
California. 0] 
The main points developed by President Smith, in some- c 
what paraphrazed form, are summarized as follows :2 te 
1. The Association would not and could not exist in its : 
present form if it had no teacher members. te 
pi 
2 The comments prepared by Professor Duncan were read 

at the convention by Professor Charles Sandage of the Univer- 
sity of Dlinois. ci 
3 The papers presented by each of the four speakers at the _ 
Cleveland conference session devoted to the ''Role of Teachers," | P¢ 
are published in Robert D. Buzzell (ed. ), Adaptive Behavior in = 
Marketing, Chicago: The American Marketing Association, Bi 

1957, pp. 156-173. 
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2. The influence exercised by teachers has always been 
much greater than their share of the total membership. 


3. If the teachers think the Association can improve its 
operations, they should find a way to express their 
views as a group. The proposal to reorganize the 
Association into several interest groups is an effort 
to provide a formal channel of communication between 
the elected members of the Association and the several 
major interest groups, including an interest group later 
specifically designated as ''Marketing Education. "' 


4. The teachers as a group can make even larger contri- 
butions to the Association than they are now doing, 
especially in regard to recruiting more teacher mem- 
bers, increased activity in local chapters, and ex- 
panding the activity of student marketing clubs. 


It would be exceedingly difficult to summarize the discus - 
sion of the three distinguished Professors. All of them pre- 
sented a wide variety of ideas and, strange as it may seem, they 
agreed on most counts. Something of the general atmosphere of 


| that meeting may, however, be recaptured on this occasion if the 


writer may be permitted to indicate a few of the items which, in 
his judgment, reflect the major points of stress by each academ- 
ic speaker. 


Professor Converse, after recounting trends in member- 
ship growth which have resulted in an increasingly more limited 
minority role for academicians, lamented the growing costs of 
operating the national association. He indicated that many teach- 
ers felt it might be desirable to ''cut loose from the A. M.A." and 
to reestablish a completely separate organization of marketing 
teachers. His conclusion was that the objectives of teachers can 
be attained more satisfactorily within the framework of the 
A.M.A., provided that there could be a separately -identified 
teachers' group which would elect its own officers, plan its own 
program, and carry its share of responsibility for publication of 


The Journal of Marketing. 


The great value that teachers derive from personal asso- 
ciations at annual meetings was emphasized by Dr. Maynard. He 
indicated that such associations were of a very high order of im- 
portance but stated that most teachers place very little value on 
certain other Association services which may be more important 
to business members. The content of the A. M.A. monthly news 


| Bulletin and the amount of space devoted to technical research 
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articles in the Journal of Marketing were items that received 
especially critical attention. 


Among the various recommendations presented by Profes- 
sor Duncan was one that a committee of teachers be appointed to 
make a survey of academic members to ascertain their attitudes 
about Association practices and policies. A second suggestion 
was that the report of this proposed committee be presented in 
an open meeting of the Association not later than the end of 1957. 


ORGANIZATION OF 
"TEACHER ROLE REVIEW COMMITTEE" 


The comments made at the 1956, Cleveland conference 
were carefully considered by the A. M.A. Board of Directors at 
its January, 1957 meeting. Shortly thereafter the writer was 
contacted by President Smith and requested to organize a ''Teach- 
er Role Review Committee,'' which was to be separate and dis - 
tinct from the Teaching of Marketing Committee, reporting 
directly to the President. Dean Ross Trump of Washington Uni- 
versity agreed to serve as Vice Chairman. The Committee was 
given a completely free hand in developing its own plans to study 
teacher attitudes and opinion, to select topics for investigation, 
and to prepare a report for consideration by the A. M.A. Board 
of Directors, its officers, and all interested parties. 


The selection of topics for investigation was regulated by 
the desire to limit the investigation in a manner so that it would 
be constructive, i.e., result in specific action recommendations 
on points of controversy. Some topics were deliberately ex- 
cluded because other detailed investigations were underway or 
had been recently concluded. An outstanding example is the 
question of the editorial policy of The Journal of Marketing which 
was the subject of a special Committee project under the super- 
vision of William A. Spurlock of Eli Lilly and Company. 


A preliminary draft of a questionnaire was prepared and 
circulated among the members of the A. M.A. Executive Com- 
mittee and also among a select group of interested teachers. 
After receiving comments and suggestions, a final draft of a 
questionnaire was prepared. 


In the early spring of this year, a large working committee 
consisting of some 40 academic members of the A. M.A. was re- 
cruited. This group included at least one member at each loca- 
tion where there is a significant concentration of marketing edu- 
cators. It included also what was believed to be a reasonably 
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representative sample of marketing teachers in small schools 
and scattered locations. Each committee member was asked to 
prepare a detailed report on each of eight questions--a report 
that would reflect the opinions of the marketing teachers residing 
in the vicinity of the committeeman. In certain locations, such 
as New York City, this involved a very substantial amount of 
work. Through this procedure, 38 of these reports were return- 
ed and this involved the active participation of more than 160 
marketing teachers who were contacted by the Committee 
representatives. 


RESULTS OF SURVEY FINDINGS 


The attitudes and opinions reported in response to the var- 
ious questions of the survey were analyzed in detail by a special 
Subcommittee consisting of Professors Perry Bliss of The Uni- 
versity of Buffalo, Harper Boyd of Northwestern University, 
Newel W. Comish of the University of Washington, William A. 
Knoke of The State University of Iowa, John E. Mertes of the 
University of Oklahoma, Robert Mitchell of the University of 
Tllinois, Harry Lipson of the University of Alabama, and Stanley 
L. Sokolik of Wayne State University. 


The complete tabulations prepared by each one of these 
men have been published in mimeographed form as a part of the 
whole report of this Committee, and delivered to the President. 
Since these reports can, presumably, be made available to any 
interested party, attention in this presentation will be confined 
to the highlights, especially as these may be construed in the 
form of recommendations to improve services to and contribu- 
tions by teacher-members. 


PLACEMENT ACTIVITIES FOR ACADEMIC PERSONNEL 


The first question in the survey was ''How should the aca- 
demic placement activities of the Association be organized ?'"' 


This was included because there have been conflicting at- 
titudes about the extent to which the Association should be en- 
gaged in academic placement activities. Many persons have 
stated that published lists of ''jobs open'' and ''positions wanted" 
should be circulated. Some have gone so far as to suggest that 
a fee should be charged for some form of highly organized 
placement service. 


From the responses, it was apparent that many teachers 
were not aware of the present academic placement activities. 
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As the writer understands it, the present Chairman for Academic 
Appointments makes a survey of the Deans of the various Colleg- 
iate Schools of Business each fall, to determine what jobs are 
open. He also collects information about men who are seeking 
positions. Some inquiries come to him by mail and others in 
person at the time of the annual December meetings of the teach- 
ers' group. An effort is made to get interested parties together 
at convention tiine. Shortly thereafter, information about avail- 
able persons is mailed to interested Deans so that they can con- 
tact persons who may be qualified for openings. 


It is understood that the publication of a ''jobs open" list 
has been discussed almost every year, at least in an informal 
way, and that this has been opposed by most of the Deans, for 
two reasons. First, certain Deans that must operate with par- 
ticular competitive handicaps experience high turnover of staff 
and are almost continuously in the market for new personnel. 
These Deans do not want their situation continuously publicized 
to the whole Association. Second, Deans as a group seem to be 
opposed to having their staff members attracted to greener pas- 
tures by the regular publication of a ''jobs open" list. 


As a result of these circumstances, the placement activi- 
ties of the Association have been conducted on a highly individ- 
ualized basis. Regardless of the effect with respect to placement 
results, the tendency has been to keep placement activities in 
some degree of obscurity. 


The survey findings indicate that the prevailing teacher at- 
titude favors a more elaborate and more highly organized form 
of placement service. Teachers would like to see a placement 
organization engaged in an activity of publicizing job opportuni - 
ties and situations wanted, as well as matching job openings with 
job seekers. Such an expanded service would undoubtedly be of 
considerable value to younger teachers who have not as yet found 
a place they regard as permanent. 


SUMMER FELLOWSHIP OR EMPLOYMENT PROGRAMS 


The second question was ''What should the Association be 
doing regarding a summer fellowship and/or employment program?’ 


There has been considerable conversational interest in sum- 
mer programs, especially for younger teachers, but little has 
been known about the extent of real interest in participation or the 
manner in which the A. M.A. could be of assistance. 
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More than eighty per cent of the teachers in the survey felt 
that expanded activity along this line would be highly desirable. 
The responses within this group varied considerably. A sub- 
stantial number indicated that this was one of the A.M.A.'s 
greatest opportunities for service to teachers--that the Associa- 
tion should take positive leadership in developing opportunities 
for summer activities, perhaps by a specific program of in- 
teresting company members in inaugurating summer fellowship 
or employment programs. 


Many others believed that the role of the A. M.A. should be 
confined to that of an informational clearing house. A common 
suggestion was that an annual survey be made of all summer op- 
portunities in marketing that are of potential interest to teachers, 
and that these be publicized to the teaching membership. 


Additional comments in this part of the questionnaire in- 
dicated that a program duration of about four to six weeks be 
most popular. It is also evident from the survey that, in order 
for such programs to attract a significant number of men each 
summer, it would be necessary to provide compensation at least 
equivalent to what a teacher might expect to earn while teaching 
in summer school. 


It is quite apparent that many teachers would like to see 
the Association expand its services in the direction of developing 
and/or collecting and disseminating information about summer 
fellowship or employment programs. The most serious consid- 
eration should, therefore, be given to the possibility of estab- 
lishing a special committee or task force to work out an accept- 
able program along this line. 


ENCOURAGEMENT FOR GRADUATE STUDENT MEMBERSHIPS 


The third survey question was, ''What changes, if any, 
should be made in our present dues structure to encourage more 
graduate students to join the association ?"' 


That some such change should be made is probably the 
least controversial issue included in this study. Early this year, 
the officers and the Board of Directors of the Association decided 
to recommend a new class of membership to be known as ''Grad- 
uate Student Membership.'' A preliminary draft of a communi- 
cation on this subject was prepared by our then President Smith, 
under date of February 8, 1957, but circulation of it to the mem- 
bership was not made because the question was then under study 
by this Committee. 
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The findings of our survey indicate that the desires of the 
teacher group would have been reasonably well satisfied by the 
provisions and conditions of the proposed ''Graduate Student 
Membership,'"' which were stated by Mr. Smith in the memoran- 
dum in question, as follows: 


1, It would be available only to students who are studying 
for a graduate degree at colleges and universities. 


2. It would be limited to a maximum period of three years. 
If the degree is achieved before the expiration of this 
period, the person holding this type of membership 
would be expected and required to convert to either as- 
sociate or regular membership status. 


3. This type of membership would be exempt from any 
mandatory chapter membership provision. Chapters 
would be urged, however, to interest these people ina 
chapter membership and to make some financial con- 
cessions in chapter dues in order to stimulate chapter 
membership among this group. 


4. The membership would be priced at $6. 00 per year and 
the member would receive the Journal and all other 
mailings which the other types of membership are 
entitled to. 


5. ''Graduate Student'' members could not vote or hold 
office at the national level. Chapters would be given 
the option of deciding whether these privileges should 
be extended to this group at the chapter level. 


The only point at which the survey findings conflict with the 
above proposals is in terms of dues. Teachers are predominate- 
ly of the opinion that dues should not exceed $5. 00. 


It is suggested that proper official steps should be taken to 
establish a new ''Graduate Student Membership,"' with annual 
dues not to exceed $5.00, just as soon as this can be accomplished. 


TEACHER PARTICIPATION IN LOCAL CHAPTERS 


The fourth question was, ''What steps should be taken to 
improve relations between teachers and local chapters in those 
areas where teachers now take little part in chapter affairs ?"' 

In a qualification to this question, teachers were invited to com- 
ment on the ''mandatory chapter member provision'' whereby any 
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local chapter has the option of requiring that all national mem- 
bers in its area belong to it. 


The largest number of comments pertained to the ''manda- 
tory chapter membership" provision. Two-thirds of all the 
participating teachers expressed an opinion on this, and 84 per 
cent of this responding group was opposed to the provision. 


The survey did not bring forth many positive suggestions 
about improving teacher participation in local chapters where it 
is now lacking. Instead, comments tended to be sharply critical 
of various aspects of operations incertain local chapters. The 
three most common criticisms in order of frequency, were (1) 
that local chapter dues were too high; (2) that the price of meals 
at local chapter meetings was too high in relation to value de- 
rived from the meetings; and (3) that the program of the local 
chapter placed too great an emphasis on marketing research. 


It may be inferred from these criticisms that there is little 
hope of increasing teacher membership in those local chapters 
where the conditions giving rise to the criticisms continue to 
prevail. Another inference is that the ''mandatory chapter mem- 
bership provision,'' when it applies in an area where the local 
chapter program is not appealing to teachers, undoubtedly has a 
tendency to discourage national memberships held by teachers 
in that area. 


SUBCOMMITTEES 
ON THE TEACHING OF MARKETING SUBJECTS 


Part of the Association's program which is of special in- 
terest to teachers, is carried out through the Committee on the 
Teaching of Marketing and its various Subcommittees. For this 
reason, several questions were included for the purpose of de- 
termining teacher attitudes and opinions with regard to this 
segment of the Association's organization. 


One such question was, "Is our present organization of 
Teaching Subcommittees adequate to serve the needs of the aca- 
demic membership?'' As a matter of orientation, it may be 
stated that the traditional Subcommittee structure has been in 
terms of the various marketing courses which are commonly 
offered. At the present time, we have eight such Subcommittees 
as follows: Advertising, Foreign Marketing, General Marketing, 
Industrial Marketing, Marketing Research, Retailing, Sales 
Management, and Selling. 
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An overwhelming majority of the respondents in our survey 
believed that the best Subcommittee structure is in terms of 
these common marketing courses. Such an orientation apparent- 
ly provides an ideal focus, one that enables a professor readily 
to identify other teachers with similar interests. Itis, further- 
more, an arrangement that permits the Subcommittees to carry 
out project assignments which are closely related to the regular 
work of teachers at their institutions. 


The prevailing opinion was also that the present structure 
of eight subcommittees was adequate to serve the needs of 
teachers. There were, however, several suggestions for addi- 
tional Subcommittees. Of these, three appear to have sufficient 
merit to be considered seriously. One is Wholesaling, which is 
now taught as a marketing area course in many schools of busi- 
ness. A second suggestion, Marketing Management, is no doubt 
related to new publications in this field and a number of relative- 
ly new course offering under this or a similar title. Another sug- 
gestion was for a Subcommittee on Graduate Programs. It is 
believed that many would benefit from the sharing of information 
and the constructive evaluation of graduate course offerings in 
marketing. 


SELECTION OF SUBCOMMITTEE CHAIRMEN 


The next question was, ''How should the Chairmen of the 
Subcommittees on the Teaching of Marketing be selected and how 
long should they serve?'"' 


Responses to this question were largely an endorsement of 
the selection policies that have been observed in the past several 
years. Teachers believe that the Chairmen of the Subcommittees 
should be appointed by the Chairman of the Teaching of Market- 
ing Committee, perhaps subject to approval by the Academic Vice 
President. Most of the comments favored a two-year appoint- 
ment for Chairman because of the infrequency of meetings, diffi- 
culties of communications, and the length of time required for 
undertaking a cooperative project and bringing it to completion. 
The concensus is that an appointment as a Subcommittee Chair- 
man should be earned by active participation in the affairs ofa 
Subcommittee and usually by service as a Subcommittee Vice 
Chairman. Many teachers also indicated that appointments 
should be made in a manner such that the whole group of Sub- 
committee Chairmen would be representative of the teaching 
membership of the Association. 
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The third question in this area of the study was, ''What 
policies should guide appointments to membership of the various 
Teaching Subcommittees ?'' 


This question was included because of many complaints 
about lack of consistency. At present, each Chairman is re- 
sponsible for selecting the members of his Subcommittee. This 
has resulted in a wide variety of practices. In one recent in- 
stance, a Chairman asked "all interested parties'' to serve on 
his Subcommittee, with the result that more than 30 persons ap- 
peared on that roster. At the opposite extreme, another Chair- 
man limited his Subcommittee to a small group of about a half 
dozen interested teachers, all of whom have a terminal degree 
and are in a good position to render some specific service. 
Some subcommittees have experienced considerable turnover in 
membership; in other cases the membership of a Subcommittee 
may have been about the same over a considerable number of 
years. Such differences in practice may have a lot to do with 
variations that have been noted in the productivity of Sub- 
committees. 


While responses to an earlier question indicated that most 
teachers were satisfied with the present structure of Subcom- 
mittees, replies to this and both of the two preceding questions 
revealed that many teachers were not at all satisfied with the 
accomplishments of all of the Subcommittees. In the minds of 
our respondents, the character of a Subcommittee's membership 
as well as its leadership has a great deal to do with what is ac- 
complished. 


The prevailing opinion is that each Subcommittee should 
consist of a relatively small working group, appointed by the 
Chairman. Most of these comments were qualified by an in- 
dication that the persons selected should be truly interested, 
have sufficient time and ability to do the job, have a specific 
work assignment, and be recognized and rewarded for the work 
accomplished. 


Several persons suggested that a way could be found to 
have all members who wished to do so, participate in Subcom- 
mittee activities, but still have small, active working groups. 
This suggestion appears to be potentially very useful. All teach- 
ers could be informed that all they need to do to become affili- 
ated with an interest group, such as the Subcommittee on the 
Teaching of Advertising for example, is to indicate their desire 
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to the Chairman. Some term, such as "interest group,'' would 
avoid the connotation that affiliation is appointive. From the total 
number of such interested parties, the Chairman could select a 
working Subcommittee to carry out specific projects for the per- 
iod of such appointment. 


Many teachers commented on the duration of Subcommittee 
service. The concensus is that membership of working Subcom- 
mittees be of a rotating character, with members serving perhaps 
not less than two but not more than four years ona given Subcom- 
mittee. Some indicated that specific policies should be adopted to 
insure that at least part of the membership of each Subcommittee 
be changed each year. 


The comments which appeared in response to this and the 
two preceding questions reveal that most teachers understand 
that accomplishments of a professional group such as the Amer- 
ican Marketing Association are, in the last analysis, the con- 
tributions of its individual members. There is a strong feeling 
that much can be gained through definite policies which result in 
the selection of Subcommittee Chairmen on the basis of meritor- 
ious service and the restriction of Subcommittee membership to 
a real working group consisting of persons who are interested 
and qualified to render a genuine service to their colleagues. 


If suitable recognition follows accomplishment, then even 
more might be expected of the Subcommittees. A recent project 
of the Subcommittee on the Teaching of General Marketing and 
the Subcommittee on the Teaching of Selling may be cited as one 
example. This project, an annotated compilation of films useful 
in the teaching of marketing courses, was published by the Cen- 
tral Office, as the first in what may become a real Marketing 
Education Series of publications. The writer is of the opinion 
that similar publication of other worthy Subcommittee projects 
and the widespread distribution of them will not only benefit the 
teaching membership of the Association but will serve as specific 
encouragement to future Subcommittee members. 


MISCELLANEOUS COMMENTS 


An additional question was included in the survey, to give 
all teachers an opportunity to comment on matters which were 
not the subject of a specific question. It was anticipated that 
such comments would give the Committee a number of leads to 
follow in setting up further studies pertaining to the Role of 
Teachers in the American Marketing Association. The responses 
were so numerous and varied that they cannot be itemized here. 
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It should be noted, however, that many of these comments re- 
flected the views stated by Professors Converse, Maynard, and 
Duncan last December--namely, that the individual teacher who 
must pay his own dues out of his personal income is presently 
very dubious about the value received for such dues in terms of 
Association services that benefit him as an individual teacher 
and scholar. 


CONCLUSION 


This survey was made at a time when the proposed re- 
organization of the Association into separate interest divisions 
was not yet well publicized. It is the opinion of the writer that 
most of the criticisms and suggestions uncovered in this inves- 
tigation can be remedied by the adoption of the new organization- 
al plan, as described in the November, 1957, A.M.A. Monthly 
Bulletin. Every teacher will be able to find some fault with this 
proposed organizational plan, just as surely as he would also be 
able to find fault with any alternative arrangement. 


Let us, however, focus attention on its positive aspects. 
What the plan will accomplish is to establish a Marketing Educa- 
tion Division on a par with a Marketing Research Division and a 
Marketing Management Division. Affiliation with the Marketing 
Education Division would not impede participation in the activi- 
ties of any of the other Divisions. It would, however, place the 
teacher in the position of identifying himself with an organization 
of teachers within the whole association. Such a Marketing Edu- 
cation Division should be able to develop a program of activities 
that will be of special interest to teachers. If it cannot, there is 
little hope that any such program can ever be developed. It is 
the judgment of the writer that, in the last analysis, the benefits 
that teachers derive from affiliation with the A. M.A. are pretty 
directly related to the efforts that they put into it. If teachers 
can reorganize themselves within the A. M.A. as a major division 
of it rather than feeling that they are a small minority of the 
whole, and as a consequence of so doing, can increase the input 
of teacher effort in Association affairs, then the output will come 
about more or less as a matter of course. 
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Comments on the Teacher Role 


Committee Report 


D. MAYNARD PHELPS* 
UNIVERSITY OF MICHIGAN 


Perhaps this is the only opportunity I will have to commend 
those people who are largely responsible for this Marketing 
Teachers' Conference. During the fall months Dean Seelye and 
Professor Goodman have been working most effectively on their 
particular assignments as Chairman of the Teaching of Marketing 
Committee and, as such, General Chairmen of this Conference 
and as Chairman of the Local Arrangements Committee. Surely 
they and their associates are subject to commendation on the part 
of the officers and directors of the Association. This Conference 
has been most successful. We have all received considerable 
benefit from the various sessions. 


Let me also commend Professor Davidson for his effective 
work as Chairman of the Teacher Role Review Committee. His 
report is a most challenging one and contains many good sugges- 
tions for later action. My comments here must necessarily be 
brief. 


In the December issue of the AMA Bulletin my President's 
Letter is entitled, ''Town and Gown." In the January issue of the 
Bulletin my comments will concern, ''Our Contributions to Mar- 
keting Literature.'' Moreover, I will give a short address at the 
Fifth Annual Marketing for Management Seminar of the Toronto 
Chapter in early January, on the subject, ''The Role of the Amer- 
ican Marketing Association in our Economies.'' From these titles, 
it becomes apparent that I have been thinking about the role of the 
Association and, perhaps, the role of the teacher membership 
during the past several weeks. Let me note that these other com- 
ments were prepared before I had the report of the Teacher Role 
Review Committee. 


I expect that the word, "'role'' can be interpreted in several 


ways. A possible interpretation is, ''a part or function taken or 
assumed by anyone.'"' Frankly, this interpretation is somewhat 


*D. Maynard Phelps is Professor Marketing at the Univer- 
sity of Michigan. He is President of the American Marketing 
Association and has long been active in association affairs. 

This paper was presented at the luncheon session in Philadelphia. 


274 


Sy 


THE ROLE OF TEACHERS IN THE A. M.A, 275 


broader than that accepted by the Committee. I would have 
thought more in terms of the contribution of the teachers to the 
Association and of the mutual advantage of having both teachers 
and practitioners as members. The Association is dedicated to 
the advancement of science in marketing. This means that we 
are dedicated to the search for general principles or generali- 
zations which apply to the marketing field. We are seeking to 
accumulate a systematized body of knowledge, not only for the 
sake of knowledge, but for effective guidance in practical affairs. 
Therefore, in my thinking, the principle role of the Association 
is an educational one which is carried forward through chapter 
meetings, regional and national conferences, the encouragement 
and sponsorship of research and publications, and in many other 
ways. 


In these educational activities teachers have much to con- 
tribute to the Association. In view of the fact that they are pro- 
fessionally concerned with research and instruction, they are 
the principal source of ideas in regard to the nature of market- 
ing and marketing institutions, also in regard to techniques by 
which these can be studied effectively. Many of the techniques 
of marketing actually have come out of the colleges and univer- 
sities. A basic understanding of marketing has also come from 
them as is indicated by the source of most marketing publications. 


It is my feeling that the American Marketing Association 
has been an instrumentality by which these ideas have reached 
practitioners and have been accepted and used by them. On al- 
most every one of our conference programs there are both 
teacher and practitioner speakers. Many of the publications 
sponsored by the Association also bear the names of our teacher 
members. This is no accident, rather it is the inevitable result 
of a close-working relationship between the two provided by the 
Association in its organizational structure as well as in its op- 
erating activities. Therefore, the American Marketing Associ- 
ation is the principal agency outside of the classroom by which 
teachers contribute to the science of marketing and to its pro- 
fessional status. 


Now let us look at the other side of the shield, i.e. , what 
the teachers get from the Association. It is my considered 
opinion that approximately half of my business contacts have 
come through the Association, either directly or indirectly. In 
almost every company of any size in the United States, the 
teacher has a source of contact through practitioner members. 
These members often furnish other contacts in their organiza- 
tions, if such contacts are desired. I have never had other than 


| 
> 
Le 


276 THE FRONTIERS OF MARKETING THOUGHT AND SCIENCE 


a courteous response to a request of any AMA business member. 
In my research work these contacts have been most helpful. It 
might be stated that these contacts could be developed without the 
good offices of the Association. Such is undoubtedly the fact of 
the matter. Yet they come easily by Association membership 
and by the contacts which it provides. Therefore, let me state 
most emphatically, that, in my thinking, the American Market- 
ing Association is an educational institution through which cross- 
fertilization takes place between teachers and practitioners to the 
great mutual advantage of each group. 


Now I would like briefly to examine a few of the suggestions 
made by the Teacher Role Review Committee in the light of these 
educational objectives. For instance, it was suggested that more 
attention be given to publicizing job opportunities in the teaching 
field, likewise situations wanted by the teacher membership. 
Surely this is in line with the basic objectives of the organization. 
Anything which can be done to bring about better adjustment be- 
tween marketing teachers and jobs is desirable. In view of the 
teacher shortage, we need to use our manpower as effectively as 
possible. Furthermore, this type of activity may indirectly have 
a favorable affect on teacher salaries which are altogether too 
low in some if not all academic institutions. 


It was also suggested that AMA could contribute much to 
teachers by sponsoring a summer fellowship or employment pro- 
gram, and that a task force be established for this particular 
purpose. Again, it seems to me, that this is much in line with 
our educational objectives. These fellowships would promote 
contacts of an enduring character. They would serve to spread 
good ideas, and, therefore, benefit both the teacher and the busi- 
ness concern which employed him. They would improve the sub- 
stantive content of our marketing courses. In passing, it seems 
to me that too much by way of subsidization of these teachers in 
view of their contributions to companies should not be expected. 

I would doubt whether any teacher could make much contribution 
in four to six weeks. If he stayed in a summer fellowship for 
three months or more, a real contribution would be much more 
likely. 


Graduate student memberships might also contribute to our 
basic educational objectives if, by this means, they became more 


active in the Association, either nationally or at the chapter level. 


It has been my observation that graduate students neglect the 
American Marketing Association because of the cost involved. 
As either part-time or full-time teaching fellows or instructors, 
their pay levels are low. A combination of the national member- 
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ship fee, the local chapter membership fee, meal costs at 
monthly meetings, and transportation costs, may total as much 
as $50 to $75 annually. Few graduate students are in the fortu- 
nate position of being able to afford this outlay. I might note that 
the principal element of cost is not the membership fees, but 
rather meal and transportation costs. Nevertheless, if anything 
can be done to alleviate this situation and to permit graduate 
students to participate in AMA activities while securing their 
doctorates, it should be done. Again, it is in line with our basic 
objectives. 


The one suggestion on which I would have considerable 
doubt is in regard to teacher participation in local chapter ac- 
tivities. According to Professor Davidson's report, many teach- 
ers who expressed an opinion were in opposition to the Mandatory 
Chapter Member Provision. Yet the survey did not bring forth 
positive suggestions about improving teacher participation in 
local chapters where it is now lacking. There was criticism 
without constructive thinking. 


The participation in chapter activities by both faculty peo- 
ple and businessmen is almost traditional in some chapters, but 
surely notin all. In the Detroit Chapter joint participation has 
been traditional and most productive for all concerned. There 
is never a meeting of the Chapter without a numerous attendance 
from Wayne University, the University of Detroit, Michigan 
State University, and the University of Michigan. This, in my 
thinking, is as it should be. Admittedly, I have attended some 
poor chapter meetings in which the speaker was dull and inade- 
quate. On the other hand, the majority of our meetings are ex- 
cellent and well worth the cost. 


Anything which would weaken our chapters or bring about 
less participation on the part of teachers, would not be in line 
with our basic educational objectives. The chapter dues are, in 
no instance very high; the price of meals is as low as can be se- 
cured; and the programs of chapter meetings can be varied to 
include other topics as well as those on marketing research. 
Therefore, I would plead for more participation at the chapter 
level on the part of faculty people. They would be richly reward- 
ed by this participation and they would contribute much to our 
chapters. If we do have the influence of both the ''town and gown"! 
in our chapters, wherever possible, we can go forward with 
greater assurance as an important and constructive influence in 
the American economies. 
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Comments on the Teacher Role 


Committee Report 


WENDELL R. SMITH* 
ALDERSON & SESSIONS 


At the outset, I want to add my congratulations to Profes- 
sor Davidson and the members of his committee for a job well 
done. To my knowledge this is the first time in A. M.A. history 
that we have had an objective measure of the attitudes and judg- 
ments of the teacher members of the Association available as a 
guide for effective action. 


I think we will all agree that Chuck Smith, our last year's 
President, did us all a very great service by getting many issues, 
misunderstandings, and constructive ideas out into the open. 
This was done because of the strong conviction, on the part of 
Chuck and the officers who served with him, that one of the 
unique elements contributing to the strength of the American 
Marketing Association that must be maintained is its breadth of 
coverage--hence, its ability to deal with marketing and market- 
ing problems in a complete and definitive way--since all parties 
at interest; teachers, researchers, management and operations 
people, ranging in experience from beginners to "'old pros", are 
here brought together. 


It follows, however, that Association programs and activi- 
ties designed and carried out under such circumstances cannot 
make every individual member shout with glee all of the time. 
But, if we stick to the hard core of over-all marketing theory and 
practice in our general approach, while simultaneously rendering 
service to special interest groups, the American Marketing As- 
sociation will continue to provide a substantial catalyst to the 
profession it is designed to serve. Special interest groups-- 
teachers, functional specialty groups, industry groups, and geo- 
graphic groups must be served, but always with one eye on our 
stated goal of ''Advancing Science in Marketing". Specifically, 
this Association has assumed responsibility for providing a pro- 
gram that will broaden the insight and the range of the specialist, 


*Wendell R. Smith, President-Elect of the American Mar- 
keting Association, is a partner in the Alderson & Sessions 
consulting firm. Previously, he was Professor of Marketing 
at the State University of Iowa. 
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while at the same time giving depth to the generalist. To bring 
this off requires and assumes a very broad perspective that is 
something more than split vision. The magnitude of the chal- 
lenge is such that we can ill afford to waste our energies on 
criticism that is not entirely constructive. Hence, I am delight- 
ed to find that the report of the Teacher Role Review Committee 
has this constructive orientation. 


Now a few words about some of the specific items mention- 
ed in the report: 


1. I foresee no difficulties in bringing about a stepping up 
of the Teacher Placement Activities carried on by the 
Association. What is needed here is a Task Force or 
Committee of Teachers to develop a specific plan of 
action that will accomplish the objectives set forth and 
will be feasible administratively. 


2. Summer Fellowships and/or Summer Employment for 
marketing teachers, especially those located in non- 
metropolitan areas, are, in my Opinion, very impor- 
tant. Perhaps we overgeneralize a bit if we think of 
these as being essentially the same thing. Generally 
speaking, the Fellowship programs administered by 
professional organizations, similar to our own, in- 
volve (1) a complicated and difficult process of selec- 
tion, (2) a substantial element of subsidy by the grant- 
ing firm, and result in a somewhat superficial overview 
of the firms' activities. In addition, and for the rea- 
sons, relatively few such fellowships can be granted. 
This is not to say that we should not attempt to establish 
a Fellowship Program, but if substantial numbers, 
particularly of younger teachers, are to be involved I 
believe that the American Marketing Association can 
perform a very important probably more important 
service by simply establishing communication between 
employers, such as my own firm, who are interested 
in summer employees and the teachers who would like 
to find such employment. In my judgment, the exper- 
ience gained by full-scale participation in marketing 
work is generally superior to the overview provided by 
a Fellowship. I disagree with the findings of the Com- 
mittee on the length of time that should be involved. I 
think it very doubtful that anyone can gain much from 
either a Summer Fellowship or Summer Employment 
in less than a period of 8 to 12 weeks duration. Per- 
haps what is needed here is an Association Task Force 
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made up of both teachers and representatives of busi- 
ness firms to work out a plan that would be mutually 
acceptable. This could backfire or have a desired side 
effect as some of the eccentric business men Maynard 
mentioned enjoy reverse fellowships that enable them 
to return to your campuses from time to time. 


. Certainly we all agree that a Graduate Student Member- 
ship Plan is vital, not only to the development of good 
marketing teachers, but to the future of our Association. 


. The questions raised concerning the ''Teachers' Role 
in AMA Activity at the Chapter Level'' are more com- 
plex. This is an area that almost defies generalization. 
In my own case, I spent more years than I would care 
to admit as a teacher in a location that was not served 
by a local chapter. As a result, my image of the Amer- 
ican Marketing Association was one of a national organ- 
ization that just happened to have enough members in 
particular locations for them to get together and or- 
ganize a chapter. However, after spending four years 
in a community which has a very strong and active 
chapter, I have become aware of the fact that to many 
people the AMA image is that of a strong local organi- 
zation that is federated with other similar groups 
through a national organization. It is quite clear that 
the American Marketing Association needs both strong 
and active chapters and a strong and active national 
Organization. It also follows that an individual member 
who is located in chapter territory who fails to take 
advantage of an opportunity for chapter participation 

is not realizing the full benefits that AMA can provide. 
As Maynard has pointed out, the extent to which teach- 
ers are active in local chapters varies substantially 
from one community to another. However, unless the 
oncoming generation of teachers is made of different 
stuff than the one I knew, I am willing to stipulate that 
any teacher will be welcomed and can make his influence 
felt in a substantial way in the management of his 
chapter. Where and when this has been accomplished, 
the problems of pricing and programming mentioned in 
the report have tended to be worked out to the satis - 
faction of all concerned. 


The report's suggestion for changes in the pattern of 
Committee Activity sounds very good. Many of these 
have been anticipated in the reorganization plan whereby 
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many of our so-called committees will become Interest 
Divisions. In the past, we in AMA have used the word 
"committee'' in a somewhat unique way. 


In conclusion, I would like to say just a few words about 
some of the implications of the Reorganization Plan. As most of 
you know, this plan, if approved, will provide for a Marketing 
Education Division, a Marketing Research Division, and a Mar- 
keting Management Division--each headed by a Vice President. 
The positive implications of this plan are quite obvious. Each of 
us will logically select one of these Divisions as our major Asso- 
ciation home. However, the plan does not represent an attempt 
to confine the activities of any interest group within the Associa- 
tion to a single Division. This is, perhaps, especially true of 
the Teacher Group. Teacher interest and participation will be 
vital in the Marketing Research Division, especially important 
in the Marketing Management Division, and equally important in 
the Management of the affairs of the Association. If the plan re- 
sults in any group's operating in a self-contained way within its 
divisional framework, it will turn out to be a failure. As I said 
at the outset, our major objective has been, and stillis, ''The 
Advancement of Science In Marketing" through contributions to 
the hard-core of theory and practice of general marketing. It is 
expected that the new organization structure will facilitate our 
accomplishment of this goal while simultaneously improving the 
Association's service to the various special interest groups that 
are included within the membership. 
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Teaching of Marketing Research 


SUMMARY: SOCIAL SCIENCE THEORIES AND TECHNIQUES 
IN THE TEACHING OF MARKETING RESEARCH 


Participants: Donald F. Blankertz, University of 
Pennsylvania, Chairman, Ralph Westfall, 
Northwestern University, Alfred Oxenfeldt, 
Columbia University 


In that large area of marketing research in which problems 
are consumer-oriented, we lack an adequate theory of consump- 
tion or consumer behavior. We have lots of facts and a full kit 
of tools for accumulating still more of them, but we seem to use 
only deductive remnants of discredited theory to explain these 
facts. 


SOCIAL SCIENCE THEORIES 


Nearly all present marketing tests, including those in mar- 
keting research, seem to offer (they never are fully explicit or 
documented) instinct theory (as buying motives) or behaviorism 
(as in repetitive advertising) or bits of gestalt as the underlying 
psychology of human motivation and behaviorism. For social 
scientists, however, instinct theory is discredited (except, per- 
haps, for that drastically shrunken list of "'instincts'' which make 
up biogenic needs), behaviorism with its stimuli-response 
"mechanism" has all but disappeared, and gestalt theories are 
merged into the fabric of social psychology. 


Lately, we have suffered an intrusion of Freud via so- 
called Motivation Research. With this has come wider knowledge 
of new tools (projective techniques principally) which will make 
a contribution to methodology. The theory that comes with it, 
however, is highly suspect for most, if not all, marketing appli- 
cations. Fortunately, it may make those who disbelieve not only 
attempt to refute it but also to be explicit about the theory or 
theories that are valid. 


Another borrowing has been from sociological theory or 
methodology, as demographic analysis. Useful as this has been 
the stratification of markets by income, age, sex, occupation, 
etc. is no longer adequate. (See ''The Lonely Crowd and its 
Marketing Significance" in these proceedings). 


The most promising theoretical work for marketing 
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research seems to be in the field of social psychology. When we 
do get a unified theory of marketing it probably will come not 
from economics but from social psychology. 


Marketing research teachers have an opportunity to advance 


science in marketing by utilizing the new theories and techniques 
of the social sciences. Possibilities conclude the following. 


All teachers are urged to discuss theoretical problems 
with students prior to the study of techniques. Ac- 
quaintance with such books as Sherif, M. and Sherif, 
C., An Outline of Social Psychology (Harper & 
Brothers) is highly desirable. Without knowledge of 
this field it will become more and more difficult for 
students to read marketing articles. Evena candid 
display of ignorance or confusion would be better 

than positing as true older theories that have been 

so heavily discredited. 


. Another change that should be considered in texts and 


in teaching is the discussion of projective techniques 
as proper tools for the exploratory and early investi- 
gatory stages of research. Contrast of results 
achieved by these tools as against ''depth"' interviews 
and exposure to the difficulties of design and analysis 
as well as the potentialities of projective devices 
produce useful results. Moreover, it will challenge 
all of us to specify why we need why questions and 
when we need to try to dredge deeply in order to ex- 
plain some marketing behavior. Absorption of what 
is worthwhile into the body of marketing research 
would be the goal. 


. A further area of potential interest is to devise new 


ways of exposing students to social science literature. 
Too few seem to realize how greatly marketing has 
and must rely on developments in related disciplines. 
Several methods are possible. One used with consid- 
erable success has been the assignments of term re- 
ports, based on such books as the following: Middle- 
town (The Lynds), Patterns of Culture (Ruth Benedict), 
Competition and Cooperation among Primitive Peoples 
(Ed. by M. Mead), The Testimony of the Spade (Bibby) 
The Lonely Crowd (D. Riesman), and The Psycho- 


pathology of Everyday Life (S. Freud). The assignment 
is most fruitful not as a book report but as an analysis 


of the usefulness to marketing research of an insight, 


SUBCOMMITTEE SUMMARIES AND PAPERS 285 
a point of view, etc. of the author. 


By use of team projects, class projects, or class 
exercises which apply to non-marketing problems or 
which lead into social science literature, similar 
exposure can be developed. 


4. Another possibility is the introduction into research 
courses of communication theory, learning theory 
and group theory. Of considerable benefit here 
would be the use of demonstrations, simple little 
"games" that can be played with cards or other 
easily contrived equipment. The ability to use a 
classroom as a laboratory experiment on basic 
principles can be a powerful stimulant for research. 
Game theory also might be discussed with profit. 
Also possible when discussing operations research 
is to introduce non-mathematical developments. 


5. More generally, these would be advantage in greater 
utilization by marketing research teachers of lab- 
oratory experiments. Subliminal advertising tests, 
for example, are not difficult. Many consumption 
and purchase situations can be tested in ''game 
playing'' formats. 


6. Increasing attention is being drawn to the need for 
data at the level of consumption. Why not devote 
more class projects to this fertile field? The 
Lonely Crowd, for example, might help to blaze 
this trail. 


7. In the same fashion research projects might be more 
experimentally oriented to test classifications of 
buyers or consumers other than by demographic 
characteristics. 


8. A last suggestion is for the revival of essays. Re- 
ports on surveys and quantitative data are fine; 
insights, ideas and hypotheses may be great con- 
tributions to the development of marketing science 
through integration with the social sciences. 


SCALING TECHNIQUES 


The suggestions noted above were briefly made by Donald 
F. Blankertz, Chairman of the Subcommittee. Before the meet- 
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ing was opened for general discussion Ralph Westfall discussed 
scaling techniques. 


Scaling is not a subject that should be discussed in the typ- 
ical marketing research course. If the basic problems of study 
design, sampling, data collection and analysis are dealt with in 
any adequate fashion, there is not sufficient time to permit scal- 
ing to be developed properly. Students could be shown the me- 
chanics of some scaling methods in a session or two, but as with 
many things, a little knowledge is dangerous. Unless the subject 
can be dealt with to the extent that students understand the bases 
on which the scaling method rests and its limitations, it is better 
not to bring it in at all. 


Attitude scaling, however, is a subject of considerable in- 
terest in marketing research, particularly in recent years. The 
whole question of product image, which is so important these 
days, is really a question of attitude toward a product. Eva 
Mueller, in her talk this morning, emphasized the value of atti- 
tude information in forecasting sales. Everyone can think of 
many other marketing uses for knowledge of attitudes. The big 
limitation to the use of attitude information up to now has been 
the inability to get accurate measurements of attitudes. 


Much marketing information can be collected rather easily 
because standards are available by which the information can be 
measured. This is not true in attitude measurement. Before an 
attitude can be measured at all, the researcher must construct 
the standard which will be used in the measuring process. It is 
this building of the standard which is the difficult problem. At 
the present time there are a number of different methods of at- 
titude scaling which are in use to some degree. By far the most 
widely used and the most simple method is the single question 
approach. Other methods are Thurstone's Equal Appearing In- 
tervals and Paired Comparisons; Guttman's Scale Analysis; 
Likert's Summated Ratings; Osgood's Semantic Differential and 
the Q-sort. 


These suggestions led to a sprightly discussion among mem- 
bers of the audience of about 100. Indeed, the meeting ran two 
hours before disbanding. 


Several members, especially those whose courses were 
only of one-semester duration, were concerned as to what would 
be crowded out by such new additions of material. (The report 
of the Subcommittee, Journal of Marketing, April 1957 is perti- 
nent to this problem.) In general, it may be argued, the sugges- 
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tions made concern basic fundaments. They are not frills. What 
is jettisoned may be the specialized aspects of research tech- 
nique. Others suggested requiring or encouraging students to 
take courses in psychology or sociology as a means of accom- 
plishing the same results. 


Skepticism was raised as to the ability of a marketing man 
to teach the new theories from other disciplines. When feasible, 
some general preference seemed to exist for seeking assistance 
from faculty colleagues in the relevant disciplines of psychology, 
sociology and cultural anthropology. Where sufficient coopera- 
tion is not forthcoming, however, some fumbling and errors 
seem far preferable to avoidance of new developments. Learning 
from mistakes has an honorable history. 


The most heated discussion concerned the role of statistics 
in the teaching of marketing research. Some apparently con- 
sidered the latter as but a branch of the former. Others also 
laid great stress on sampling. Opposed were some who felt that 
a first course could be taught successfully with but a minimum 
use of statistical methods. In fact, it was suggested that an in- 
troductory business course in problem solving could be consti- 
tuted from the marketing research rationale. Prerequisites in 
statistics, of course, would influence the emphasis which a 
teacher would give the subject in his research course. 


In summary, the meeting disclosed a great deal of interest 
in and awareness of social science theories and techniques. 
Further progress can be anticipated. 
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Teaching of Sales Management 


SUMMARY: THE SALES MANAGEMENT TEACHER 
AS A CONSULTANT TO SALES ORGANIZATIONS 


Participants: Richard R. Still, Syracuse University, Chair- 
man, Robert H. Myers, Miami University, Moderator, 
John J. Breen, Providence College, Edward L. Brink, 
University of Pennsylvania, B. R. Canfield, Babson 
Institute of Business Administration, Fred W. Kniffin, 
Indiana University. 


Professor Canfield discussed the problem of getting started 
as a consultant in the field of sales management. He also cover- 
ed the areas in which the sales management instructor can be of 
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greatest help to business. He suggested that one of the best ways 
for sales management instructors to get started with consulting 
work in their field is by joining and becoming active in organiza- 
tions such as Sales Executives Clubs and American Marketing 
Association chapters where contacts with sales and marketing 
executives can be made and their problems learned and discussed 
with them. 


Professor Breen treated the subject of the materials useful 
for illustrative purposes in teaching that the sales management 
teacher can collect and develop in his role as consultant. Mate- 
rials useful in enriching classroom activities such as market re- 
search studies, sales forecasts and how they are developed and 
used, territorial maps, organization charts, and training manuals, 
films and other materials were discussed by Professor Breen. 


Professor Brink outlined areas in which the sales manage- 
ment teacher can be mest helpful in working with small businesses, 
He pointed out that since a small firm often cannot afford to retain 
a management consulting firm, there is a strong potential demand 
among small firms for assistance from sales management instruc- 
tors. He said his experience indicated that many small firms 
simply did not realize how much aid was available to them from 
outside sources. He also mentioned that there was some inertia 
to change and the acceptance of new ideas in small firms, caused 
to some extent by established family interest and the attitude, 

"We have always done it that way before."' 


Professor Kniffin discussed the matter of the sales manage- 
ment instructor developing cases for class use as a result of his 
consulting work with sales organizations. He pointed out that the 
Executive Development Program at Indiana University had pro- 
vided instructors an excellent source of contacts with business - 
men and also a fruitful source of supply for case materials. He 
said that problem-type consulting jobs provided more usable ma- 
terials for cases than purely informational-type work where the 
needed course of action is evident. 


Professor Still considered the question of what business 
can learn from the academician and vice-versa in the partnership 
of business firm and teacher-consultant. He also discussed the 
question of who is ahead in the thinking in the field of sales man- 
agement, the business man or the instructor. He raised the 
question of whether the sales management professors were really 
leading in the thinking, or were they merely the reporters of, what 
business is doing. He felt that the instructor, as a teacher of 
future sales executives, had an obligation to lead in the thinking. 


| 
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Following the discussion by panel members, there was a 
lively question-and-answer session and general discussion in- 
cluding members who attended the session and panelists. One of 
the main topics discussed was the matter of consulting fees that 
should be charged by sales management instructors. Also the 
question of whether the sales management instructor should do 
his consulting work on his own or through his university admin- 
istration or bureau of business research was aired. 
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Curriculum Trends and Developments in Marketing 


SUB-COMMITTEE 
ON THE TEACHING OF MARKETING RESEARCH 


Donald F. Blankertz 
University of Pennsylvania 


Anyone who has experienced faculty debates on curriculum 
will remember what reasoned but passionate pleas can be made 
for the importance of any of the fields of business. Tonight we 
have had an able demonstration of the same principle applied to 
the sub-parts of marketing. 


If I were to join this effort, I might proclaim that market- 
ing research is vital to every student because it provides a basic 
rationale for problem solving. As such it might be required not 
only for marketing specialists but for all students of business. 
But I do not wish to join any such crusade. 


An abstract ideal of a marketing curriculum probably is 
fallacious. Each student, I believe, benefits from specializing 
to some degree. Marketing also is so broad that some special- 
ization within it probably is desirable also. A reasonable offer- 
ing of a department, therefore, might include a full range of 
marketing courses. If all these courses were required of each 
student it would be monstrous; the real test is in the courses 
actually taken and for what reasons. Unless goals are highly 
vocational there probably is little benefit in more than one course 
in any one area such as marketing research. 


I confess to a dislike for fixed pedagogical formats. A 
wise teacher is one who finds his own interests and strength and 
teaches from these strengths. At Wharton the course in Mer- 
chandising was always called the Hess course. It was a great 
course because it was Herbert Hess; and when he died the course 
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died. Every school, I believe should similarly respect the aims 
and abilities both of its student body and of its faculty, ''There are 
better courses, Horatio, than are dreamt of in your philosophy. "' 


Principles of Marketing is a case in point. This most com- 
mon of requirements is probably the worst course in most market- 
ing curricula. I think we do more to discourage potential mar- 
keting students by the way this course is taught than by any other 
action. We bore able students with definitions, exposition and 
statistics; we encourage memorization and meaningless discus - 
sion; and we fail to make clear the discipline, the excitement, or 
the challenge of marketing. If principles is only preparation for 
advanced work, then we should consider seriously how much, or 
how little, preparation is essential. The harm of dull and bad 
preparation may be greater than the risk of a lesser preparation. 


A related problem is the need for an elective course in mar- 
keting. If, as is true in many schools, many students will take 
but one course in our department, then what kind of a course 
should it be? Surely not a course which merely prepares them 
for advanced courses. Yet, in the humanities and physical sci- 
ences as well as in the social sciences thi3 is the common type of 
offering. A pox onit. If we devise the type of elective needed, 
perhaps then also we will learn more of how marketing specialists 
should be introduced to their career field. 


Curricula, whether of schools or departments, are respon- 
sive to general forces. How much theory? vs. how much prac- 
tice ? is a continuum on which we constantly seek the "'right"' 
place. So too with liberal arts or humanities vs. specialization, 
and with the newer problems of mathematical and social science 
theories and techniques. The most dangerous of these general 
forces today probably is that which is called Management. 


I am apalled by the tendency to shift large proportions of 
total curricula requirements into so-called Management courses. 
The abstraction of general management presumably covers the 
problems of organization, control, coordination, and planning. 
Enough is now known of general theory and practice to permit a 
course or two in management. But many would wish to add human 
relations, policy and problem solving. Somewhere along this 
path lies delusion if not pedagogical fraud. The climate of busi- 
ness Opinion may be such that only what wears the mantle of man- 
agement, however loosely, is respectable or even acceptable. 
But when management per se becomes half of a curriculum either 
the belly is getting full of East wind or the departmental fields 
are being milked. Problem solving to be complete must rely on 
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the methodology developed by research; control and coordination 
are no longer general theories when they grab great gobs of 
sales, advertising, retailing and other fields, etc. Let us have 
only general management or call every course management, or 
let us take some firm stand toward marking out the limits and 
range of this octupus. Marketing education will have made a 
great modern contribution if it can help to set the management 
house in order. This must include, too, some reasonable de- 
termination as to what roles in business are we in fact training 
our students to fill. 
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Curriculum Trends and Developments in Marketing 
SUB-COMMITTEE ON THE TEACHING OF RETAILING 


E. A. Brand 
Michigan State University 


Undergraduate curricula, such as retailing, should keep 
the number of specialized courses at a minimum. Most of the 
skills and techniques needed in retailing, as well as other areas, 
can best be taught on the job. The objectives of the college pro- 
gram should be the development of executive ability both con- 
ceptual and behavioral. Since the executive abilities to be de- 
veloped by the students are the same for all business careers, 
the function of specialized courses is to a considerable degree 
the arousing of an interest in a career area such as retailing 
plus, of course, an understanding of the area. 


The number of specialized courses a college or university 
should offer in any curriculum such as retailing is dictated by the 
objectives of the particular program, the attitude of the business 
executives hiring the graduates, and the staff that will do the 
teaching. 


Whether marketing, retailing, or any other marketing sub- 
ject is being taught the instructor should keep up with current 
trends and developments. For example, a topic of current in- 
terest to many businessmen, government officials, and the con- 
sumer is the price-spread between producer, the farmer, and 
the consumer. Another change that merits consideration is the 
philosophy of pricing, placing the emphasis on dollars rather 
than percentages. This dollar concept has been used by the su- 
per market operators and has spread to the discount house. 
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Currently other retailers are considering the merits of the dollar 
concept. Definitions need reviewing to be certain that they fit 
current situations and practices. To illustrate, national brands 
are customarily defined as being manufacturers brands adver- 
tised nationally. However, advertising coverage is not the im- 
portant factor. Also many chains have greater area coverage 
than many so-called national brands. Therefore, control of the 
brand is the important consideration and brands should be desig- 
nated as manufacturer-controlled or distributor-controlled. 
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Curriculum Trends and Developments in Marketing 
SUB-COMMITTEE 
ON THE TEACHING OF FOREIGN MARKETING 


Harold Kellar 
City College of New York 


We need to have an evaluation of what the marketing cur- 
riculum should contain. It needs cooperation between all disci- 
plines. It needs a revitalization of all disciplines. It needs a 
revitalization of a set of attitudes, anda group of skills, collec- 
tively called a ''technique'' which enables the members to per- 
form a particular type of service, and in our case, marketing. 


We have started to lose out. It is time to once again ask 
ourselves what is wrong with marketing today. My own experi- 
ence in Foreign Marketing has taught me that this approach is 
correct. For I have had the good fortune to be at a college 
where the emphasis has always been heavy on courses which re- 
quired student thinking, breadth and depth of comprehension 
rather than method, facts and data. However, they did allow 
courses in techniques as long as they helped the student become 
an educated individual. 


What courses in marketing should be considered necessary 
in this day and age of plenty and yet ''mal-distribution?'' Funda- 
mentals are the same the world over, whether in foreign mar- 
keting, advertising, statistics, retailing, sales management, etc. 
We need to examine the needs of areas, and the business and 
citizens they serve. We need to establish programs of study that 
are not isolated facets of different disciplines, with each disci- 
pline trying to proliferate as many courses as they can to serve 
the vested interest of either the faculty or special interests. But 


= 


SUBCOMMITTEE SUMMARIES AND PAPERS 293 


subject matter that serves the student first, the community 
secondly and the frame of reference being humanity in general. 
This, then, is what foreign marketing needs. 


Not every college can give a series of courses, either in 
techniques or in general subject matter within the curricula of 
marketing. What they can do, is to offer what is best in funda- 
mentals and then to establish a group of courses which best 
serves the interests of all. 


We have also endeavored to call in disciplines in our cur- 
riculum, using economics, history, government, law, etc., in 
order to best solve the problem of giving our undergraduate and 
graduate students the best possible background to enter a most 
competitive market. 


It is my opinion that all fields have much to offer the field 
of foreign marketing today. Also, it is my feeling that the fun- 
damentals of foreign marketing can also make a contribution to 
other fields. Now is the time for us to sit down and think out 
this problem of what are the fundamentals that are needed which 
would best suit our students and citizens. What are the three 
"R's'' in domestic and world marketing which would help unclog 
the lines of distribution ? 


The answer lies in re-evaluating and re-emphasising fun- 
damentals. The advanced thinking, the decision making, the 
problem solving will always require the basis of a firm founda- 
tion, and will come in time. 
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Curriculum Trends and Developments in Marketing 


SUB-COMMITTEE 
ON THE TEACHING OF INDUSTRIAL MARKETING 


John J. Rath 
Wayne State University 


The marketing program in most universities suffers from 
an inadequate treatment of industrial goods marketing. This de- 
ficiency may be remedied either by devoting more time and at- 
tention to industrial goods in existing marketing courses or by 
offering a separate course in industrial marketing. So much for 
the industrial marketing aspect, now let us look at something 
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more important, the marketing curriculum in general. 


The members of this panel were invited to discuss "Cur- 
riculum Trends and Developments in Marketing.'' We were 
charged by the chairman to weave into our respective talks our 
ideas on what the curriculum should be as well as what it seems 
to be. 


SOMETHING MORE IS NEEDED 


In my opinion, an important prerequisite has been omitted, 
intentionally or unintentionally, by our chairman. How can we 
give our opinion on what any curriculum seems to be or what it 
should be unless we have some standard as a point of reference? 
I am using standard in the sense of a purpose or objective. The 
purpose or objective to be achieved by any course or curriculum 
must be spelled out before courses and curricula which are in- 
tended to contribute to this goal can be evaluated. 


WHAT MARKETING CURRICULA SEEM TO BE 


For many years we have been developing courses and cur- 
ricula in marketing and blithely adding them to existing offerings. 
Other business and non-business fields of education are also 
guilty of this practice. Very little effort has been made to define 
our purposes. Few have attempted to evaluate the contributions 
of these courses and curricula to a specific objective. As a con- 
sequence, we have drifted aimlessly for many years with no ap- 
parent objective other than to increase the number of courses and 
curricula. This might be forgiven as a natural development in 
this age of specialization. However, we are now under attack by 
leading educators. And it is no accident that many of their ex- 
amples of proliferation and dilution of courses are taken from the 
field of marketing. 


For example, a former Dean of two Schools of Business 
Administration, a former officer of The American Association of 
Collegiate Schools of Business, and since 1954, Vice President 
of The Ford Foundation, Thomas H. Carroll, made the following 
remarks at the dedication of the School of Commerce building at 
Wisconsin in May, 1956: 


At some institutions an elementary course in marketing 
is followed by an advanced course in retailing, followed, 
in turn, by an advanced course in the retailing of con- 

sumer durable goods or even in retail drug advertising. 
Emphasis might better be given to broad administrative 
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problems which may be attacked with tools of the social 
sciences, the physical sciences, mathematics, and 
statistics. 
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In an address at the 1956 Conference on Professional Ed- 


ucation for Business, The American Association of Collegiate 
Schools of Business, April, 1956, Dr. Carroll said: 


Emphasis on the return to fundamentals suggests a 
question about the present requirement in most in- 
stitutions that even the undergraduate business student 
select a major for specialization. This generally re- 
sults in a student's trying to take just as many courses 
in his selected major field as he possibly can within 

the limits set by his institution. And in too many highly 
specialized courses the material gets chopped up finer 
and finer, with an accompanying preoccupation with 
transient detail and a decrease in the proportion of 
basic intellectual content. Is there not a serious ques- 
tion whether many of the advanced course in particular 
phases of business should better be considered for ''on- 
the-job"' training or specialized vocational education, 
rather than as proper ''content'' for a college or univer- 
sity curriculum ? 


Dean Lee of North Carolina has expressed similar 


thoughts as follows: 


Over the years as collegiate business education de- 
veloped the basic courses were subdivided and frag- 
mented. The course in marketing was followed by a 
course in marketing problems, then a course in re- 
tailing, another in wholesaling, a course in retail 
problems, and a course in advertising problems, 
then a course in copy writing, a course in copy 
editing, a media course which might itself be frag- 
mented in terms of different kinds of advertising 
media. In short, by the end of the thirties, what 
had been a solid core of professional business 
training was fragmented to the point where serious 


1 Business Education for Competence and Responsibility. "' 


by Thomas H. Carroll, The American Association of Colle- 
giate Schools of Business, 1956, 3 


2Ibid., p. 10. 
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academic content was badly diluted and much of what 
was Offered was of questionable validity. 


WHAT A MARKETING CURRICULUM SHOULD BE 


If the pattern for professional business training consists of 
courses and curricula which fulfill a student's need for an under- 
standing of the basic tools of business, the basic functions of 
business, and the relation of the business to its society, then the 
objective of marketing courses and curricula would consist of 
those factors which contribute to these ends in the field of mar- 
keting. The marketing curriculum should consist of courses 
which make major contributions to a student's understanding of 
the basic tools of marketing, the basic functions of marketing, 
and the relations between marketing and other departments of 
the business and society. If each existing and contemplated 
course and curricula in marketing was evaluated in terms of 
these standards, I feel reasonably sure that the number of mar- 
keting courses and curricula would be reduced substantially. If 
the content of each course was evaluated in terms of the same 
standards, I feel reasonably sure that the caliber of our offer- 
ings would be substantially higher. 


Who would gain by such a revision? Society would gain by 
having a greater number of men better educated in marketing. 
From these men would come developments to reduce the cost of 
marketing. Business firms would gain by having a larger supply 
of better educated men to direct their marketing activities. Stu- 
dents would gain because of the reduced need for faculty who are 
highly specialized, i.e., the faculty would be more flexible. 


CONCLUSIONS 


Most dictionaries define curriculum as a specific course of 
study in a school, college, or university. The committee of def- 
initions of the American Marketing Association defines marketing 
as the performance of business activities that direct the flow of 
goods and services from producer to consumer or user. Logic- 
ally, the next step involves an enumeration of these business ac- 
tivities. The marketing functions are well-known to all of you. 


3 "Redesigning The Products of the Business School," 
Address by Maurice W. Lee, Dean of Business Administration 
at University of North Carolina to Graduates of The Executive 
Program, 1957, pp. 11-12. 
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Thus, the study of marketing may be divided into three areas, 
(1) those functions related to the product, such as product plan- 
ning, transporting, storing, grading, etc., (2) those related to 
consumers, such as buying motives and buying habits, wealth, 
income, customs, etc., and (3) those related to getting the pro- 
ducts of the economy into the hands of consumers as efficiently 
as possible such as retailing, wholesaling, transporting, pack- 
aging, storing, etc. Marketing thus consists of a triumvirate of 
producers, goods and services, and consumers. Therefore a 
marketing curriculum should consist of a prescribed course of 
study dealing with the more important aspects of each of these 
three areas. 


It is suggested that there should be only one major in mar- 
keting. In addition to an introductory course in marketing, pre- 
scribed courses would include market research and analysis, 
channels of distribution, advertising and selling, and either 
sales management or marketing management. If the content of 
these courses is carefully chosen (and they may have to be 
lengthened) a marketing student could fulfill his needs for an 
understanding of the basic tools of marketing; the basic functions 
of marketing; and, the relation of marketing to other business 
functions and to society. Also, courses in other fields such as 
economics, finance, accounting, management, sociology, 
philosophy, psychology, mathematics, and statistics should be 
required. This may mean that most of the courses in the fields 
of retailing, selling, advertising and foreign marketing would 
be eliminated from the degree program because they can be 
taught better on-the-job or in vocational education institutes. 
The formulation of a uniform or minimum marketing curriculum 
is a preliminary step for attaining professional stature for the 
marketing man. This group should take the initiative in this 
matter. If we do not, a program may be imposed upon us. And 
it may be worse than we can formulate. 
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Curriculum Trends and Developments in Marketing 


SUB-COMMITTEE 
ON THE TEACHING OF SALES MANAGEMENT 


Richard R. Still 
Syracuse University 


I am inclined to favor adjustments of the marketing cur- 
riculum to what has been called in some schools, as at Syracuse, 
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the major in Marketing Management. The marketing student 
should be required to take (1) an introductory marketing course, 
(2) later courses concerned with more specialized aspects of 
marketing, and (3) a ''capstone'' integrating course. 


l, 


3. The purposes of the final course in marketing, the course 


The chief purpose of the introductory course should be 
to provide a first acquaintanceship with most of the 
phases of marketing--consumers marketing problems 
and motivations; retailers and wholesalers' character- 
istics, problems and policies; manufacturers' market- 
ing problems, policies and strategies; the functions and 
nature of such facilitating agencies as commodity ex- 
changes, advertising agencies, and marketing research 
consultants. Furthermore, the first course, I think, 
should provide some appreciation of the differences be- 
tween consumer and industrial marketing, agricultural 
and manufactured goods marketing, and the marketing 
of durables vs. non-durables. 


The objectives of such courses as Advertising, Retail- 
ing, Wholesaling, and Sales Management should be (1) 
to refine the student's ability to analyze business prob- 
lems in the marketing area and, (2) to put forth work- 
able solutions to these problems. I have never felt that 
large amounts of time should be spent on such activities 
as: 


(a) teaching advertising students to compute short 
rate charges, to construct attractive layouts, or 
to use rate cards. 


(b) teaching retailing students how to figure antici- 
pation discounts or how to layout a supermarket. 


(c) teaching sales management students how to set 
up a schedule of commission rates or how to 


select the items that should go into the salesrnan's 


brief case and sample case. 


in marketing management, should be: 


(a) to integrate all that has been learned in previous 
courses and to relate problems in the various 
areas to each other. 


(b) to emphasize problems in marketing coordination 
and control: 


« 
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(1) coordination and control of the manufacturer's 
marketing efforts. 


(2) coordination and control of the manufacturer's 
marketing efforts with those of middlemen. 


One current project of the Subcommittee on the Teaching of 
Sales Management has been concerned with the content of current 
job descriptions for executive positions in Sales and Marketing 
Management. Analysis of these descriptions indicates that the 
Curriculum in Marketing should: 


1. Place more emphasis on such planning topics as mar- 
ket forecasting, budgeting, and standard setting. 


2. Devote more time to the public relations aspects of the 
aspects of the Chief Marketing Executive's job. 


3. Treat salesmanship from the standpoint of ''training"' 
rather than from that of ''doing. "' 


4. Provide something more than a passing acquaintance- 
ship with the procedures, techniques, and theory of 
marketing research. 


In short, we should be turning out graduates equipped for 
marketing management rather than just for managing a personal 
sales force. 


8 
Curriculum Trends and Developments in Marketing 
SUB-COMMITTEE ON THE TEACHING OF SALESMANSHIP 


W. R. Bennett 
University of Alabama 


There are many conflicting trends in the development of 
salesmanship as a college course. Many schools seem to be 
considering salesmanship as an area to be strengthened or 
thrown out of the curriculum entirely. During the past year I 
have received many letters from teachers of salesmanship. I 
believe that they are looking for an approach that has depth, one 
that will accomplish the purposes that I have outlined. The old 
style of teaching salesmanship, a textbook course with true and 
false examinations, is on the way out. More and more schools 
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are using sales presentations based on hypothetical problems. 


Many schools are trying to offer a salesmanship course 
with classes above fifty. It seems difficult to give a good course 
under such conditions. The answer to this problem is often to 
break large lecture sections into smaller recitation groups for 
practice and critique. Current thinking appears to be concerned 
with how to teach the course with more students in each class. 


Book publishers seem to be giving a great deal of thought 
to the problem of providing a text to support a strong problem 
course in salesmanship. I understand that several books are in 
process now that may fill this need. Many of the books now 
available furnish the teacher a good base for the kind of course I 
have described. At the University of Alabama we have been ex- 
perimenting with the sales laboratory and the Laboratory Manual. 
Although we are not yet satisfied with the Manual, we do feel we 
are on the right track. We have received many suggestions from 
faculty members of other institutions, and we are trying to in- 
corporate them in our final document. 


The National Society of Sales Training Executives is inte- 
rested in doing all that it can to help professors upgrade sales- 
manship courses. This is being done by furnishing various types 
of sales materials to professors, by working with professors on 
building their course, by speaking to classes, and by continuing 
the development of a laboratory manual. Help is also available 
from local sales executive clubs. 


As I see it, salesmanship courses are currently undergoing 
a reevaluation in terms of present day educational needs and ob- 
jectives. This reevaluation will result in either (a) dropping the 
course from the curriculum or (b) turning it into a problem- 
practice-critique course of considerable depth. I believe that 
the need of business today for well trained, clear thinking young 
men will bring about an upgrading of salesmanship to a secure 
place in the business school curriculum. 


9 
Teaching of Industrial Marketing 
RESEARCH IN INDUSTRIAL MARKETING 


Ross M. Cunningham 
Massachusetts Institute of Technology 


These remarks will touch briefly on certain research in 
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industrial marketing that has been or will be published and cer- 
tain sources of data useful for research and teaching. No attempt 
will be made to present an orderly review of specific research 
needs in industrial marketing. 


In general, the major sources of research studies in in- 
dustrial marketing are manufacturers, advertising agencies, 
universities and research institutes. The research conducted 
by manufacturers and advertising agencies is rarely published 
because it is considered confidential. Research by advertising 
media is typically published, but is often of limited scope and 
generally is not as thorough as that conducted by media in the 
consumer field. By and large, universities have not done a great 
deal in the field of industrial marketing although there are indi- 
cations of greater activity in the future. 


The Industrial Advertising Research Institute is the only 
organization specifically undertaking a research program in the 
industrial advertising and marketing field. It was started a few 
years ago as a result of the needs for research felt by officers 
and members of the National Industrial Advertisers Association, 
and it is affiliated with that organization. Support is derived by 
annual subscriptions from business firms. The managing di- 
rector is Dr. Joseph E. Bachelder, and the Institute is located 
at 15 Chambers Street in Princeton, New Jersey. 


There are project councils, each composed of several In- 
stitute members, which are responsible for developing the pro- 
jects. The Technical Advisory Council, consisting of industry 
and university members, has the responsibility for reviewing 
projects from the research point of view at various stages and 
reviewing the final report before publication. 


The policy of the Industrial Advertising Research Institute 
is to make available to university libraries at a price of $1 per 
copy studies which are more than one year old. The distribution 
is specifically to libraries, and the request should come from 
them, not from an individual university staff member. The six 
studies which are available now are as follows: 


Report #1 -- ''A Study of Methods for Handling and Eval- 
uating Industrial Advertising Inquiries" 


Report #2 -- ''Abstract Bibliography of Published Infor- 
mation on the Handling of Industrial 
Advertising Inquiries" 
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Report #3 -- ''How to Establish the Budget for Advertising 
Industrial Products" 


Report #4 -- ''Yardsticks for Evaluating Industrial Adver- 
tising Research" 


Report #5 -- "Organizing and Controlling Industrial Ad- 
vertising Operations"! 


Report #6 -- ''Analysis of Advertising Readership Studies'' 
Sections 1-3 


By the fall term of 1958 there will be available Sections 4 
and 5 of Report #6 and Report #7, ''How to Get More Value from 
Trade Show Exhibits''. By the beginning of February, 1959a 
report on "Effective Coordination of Advertising and Sales in 
Industrial Marketing'' should have passed the required one-year 
period. Other manuscripts in preparation whose dates of pub- 
lication are not yet final include ''Applications of Motivation Re- 
search in Industrial Advertising" and ''organizing and Maintain- 
ing Effective Direct Mail Lists''. Several other projects are also 
underway. 


Of particular interest to teachers of marketing is Project 
Council 15, which has a program of grants-in-aid for research 
on industrial advertising in universities and colleges. This pro- 
gram is getting underway and should be helpful in encouraging 
more university research in industrial marketing. 


Although most of the studies which have been described 
above are related to industrial advertising, there is substantial 
evidence that the National Industrial Advertisers Association, 
the parent organization, is in process of broadening its scope to 
include all of industrial marketing. As this develops, itis rea- 
sonable to expect that the research scope of the Industrial Ad- 
vertising Research Institute will be correspondingly broadened. 


Another source of industrial marketing materials is the 
"Intercollegiate Bibliography--Cases in Business Administration" 
published in 1957 by the Harvard Business School. This includes 
a listing of the cases of 120 contributors in 32 universities. A 
second volume of this bibliography will be published shortly. The 
Inter-collegiate Clearing House for case materials is a joint 
project of the American Association of Collegiate Schools of Busi- 
ness, the Ford Foundation and the Harvard Business School, 
which administers it through the Office of Case Distribution 
under Dean Harvey P. Bishop. 
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Membership and active participation in the National Indus- 
trial Advertisers Association can be very helpful to the industrial 
marketing teacher. There are chapters of this organization in 
many cities, and there is a reduced dues structure available for 
teachers through these chapters. Associations of purchasing 
agents are usually very cooperative and represent a useful chan- 
nel of information. 


A potentially valuable resource is that provided by anti- 
trust cases as much useful information is often developed. Su- 
preme Court decisions, in general, contain little factual mate- 
rial, the Circuit Court decisions have more data, and the Dis- 
trict Court decisions are the most complete. Although library 
coverage of court decisions and opinions may be reasonably 
complete provided they subscribe to commercial services cov- 
ering such matters, only a few of the larger law libraries at- 
tempt to keep the records of anti-trust cases (both transcripts 
and exhibits) or the briefs filed by legal counsel. Since a great 
deal of the useful detail on industrial marketing practice may be 
found in the records and argued in the briefs, this limited avail- 
ability is a barrier to widespread use. Requests for such mate- 
rials can be directed to legal counsel, and cooperation can fre- 
quently be obtained provided the objective of the request is a 
reasonable one, and the supply of copies is adequate. 


10 


Teaching of Industrial Marketing 


THE NEED FOR A SEPARATE COURSE 
IN INDUSTRIAL MARKETING 
IN SCHOOLS OF BUSINESS 


E. Raymond Corey 
Harvard University Graduate School 
Of Business Administration 


When Ed Cundiff asked me to participate in this meeting, I 
was pleased to accept. In my reply to him, however, I expressed 
some mild reservations about the topic which he had assigned to 
me, ''The Need for a Separate Course in Industrial Marketing in 
Schools of Business.'' Rather than talk with you about the ''need"' 
for an Industrial Marketing course, I would like to persuade you 
that there is a real ''opportunity'' to do a constructive job for our 
students in the area of Industrial Marketing. The opportunity 
should probably be measured in at least two ways. It is an op- 
portunity, first, to reach a large number of men who have a 
strong latent interest in this subject; secondly, it is an oppor- 
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tunity to deal with areas in the field of marketing which are not 
easily covered in the framework of other courses. 


The extent of potential student interest in the field of Indus- 
trial Marketing may be estimated roughly by taking a look at both 
placement records and admissions records. When we at Harvard 
Business School first considered adding a course in this area, I 
examined our placement records to see where our graduates had 
been going in recent years and what kinds of jobs they were tak- 
ing. I found that in recent years roughly half of them had taken 
jobs with companies which make and sell industrial goods. In the 
case of the Class of 1955, about 12% of the students took market- 
ing jobs with such companies, and an additional 37% accepted non- 
marketing jobs with these same concerns. These figures provided 
us with a strong clue as to the potential interest in an Industrial 
Marketing course, especially if such a course was designed to be 
of interest to both marketers and men in other business functions. 


In addition to those men who would work in companies sell- 
ing in industrial markets, there was another group of men which 
we believed would have a strong interest in an Industrial Market- 
ing course. These are the men who come to the School with a 
technical undergraduate background - a group which in the post- 
war period has represented roughly 20-25% of the student body. 
Generally speaking, men with technical backgrounds have ex- 
hibited strong interest in problems relating to the marketing of 
industrial products. This interest has become apparent when we 
have used industrial cases in our first-year Marketing course. 
For men with technical backgrounds, then, Industrial Marketing 
offers an opportunity to study marketing in a setting that is in- 
teresting and appealing. 


Although I have talked of these two groups as being sepa- 
rate and distinct, Iam sure you will recognize the high degree of 
overlap that inevitably exists between them. 


Because our decision to offer an Industrial Marketing 
course at Harvard was based in part on our estimate of potential 
student interest, we were, of course, interested both in the num- 
ber of students which enrolled in this course when it was first 
offered last spring and in the jobs which these men took on grad- 
uating. Approximately 170 men were in this first class. On 
graduating, about 70% of these men took jobs with companies 
making and selling industrial goods. About a third of this group 
reported taking marketing jobs. Since many of the students re- 
ported on their placement records that they were trainees, it is 
quite probable that a good number of these men will also be 
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placed eventually in marketing work. 


Of equal importance, perhaps, with the opportunity to 
reach a substantial number of men is the opportunity to explore 
through an Industrial Marketing course some highly interesting 
subject areas. 


As in the case of consumer goods marketing, industrial 
marketing problems fall into such traditionally recognized areas 
as pricing, channels, promotion, and personal selling. Within 
these broad categories, however, differences between consumer 
goods marketing problems and industrial goods marketing pro- 
blems become quite apparent. 


Three important factors or conditions seem to shape 
strongly the framework within which industrial marketing people 
operate. The first of these factors is the nature of the customer. 
Customers range tremendously in size and are frequently large 
enough to exercise a considerable degree of individual bargaining 
power. 


The second is the existence of many market levels. By 
this I mean that the industrial marketer has a great deal of choice 
as to whether he makes and sells a raw material, a semi-fabri- 
cated material, a component part, a sub-assembly, or an end 
product. The character of the market and of his customers will 
differ substantially from one level to the other. 


The third factor is the derived demand element in the in- 
dustrial marketer's picture. The demand for his product is 
totally dependent upon the demand for his customers' products. 


Because of these three framework conditions, both the 
problems and the marketing programs of industrial companies 
seem to differ significantly from those of companies selling con- 
sumer goods. For example, in the case of product planning, 
the industrial marketer has some important decisions to make 
as to the market level to which he sells. He also has the char- 
acteristic problem of the extent to which his products should be 
specifically tailored to meet the specific needs of individual 
customers or of small groups of customers. 


In the area of marketing programs, the industrial marketer 
also faces some unique problems. His relations, for example, 
with his customers become extremely important for him, and 
these relationships are of a complex anture. He becomes involved 
in questions of reciprocity, problems of competing with customers 
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and problems of working with customers in the development of 
new products. Technical service and personal selling are also 
important factors in the supplier-customer relationship. 


Because the industrial marketer's sales volume is so de- 
pendent upon the demand for his customers' products, the indus- 
trial marketer often finds himself engaged in promotional efforts 
in his customers' markets. Here again problems of relations 
with immediate customers are raised, and at the same time pro- 
blems of how to plan and carry out such sales programs are 
brought into focus. 


I cite these topics as being characteristic ones in the field 
of Industrial Marketing. There are many more, but I hope that 
these few will suffice to suggest that the field of Industrial Mar- 
keting offers some challenging and interesting opportunities for 
development. 
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Teaching of Industrial Marketing 


MAKING INDUSTRIAL MARKETING 
AN INTERESTING SUBJECT BY TEACHING TECHNIQUES 


Richard M. Hill 
University of Tlinois 


I think that I can best discuss this topic by briefly describ- 
ing the methods we have used at the University of Illinois to make 
Industrial Marketing a more interesting subject. Because I may 
seem a bit boastful, I should like to preface my remarks by say- 
ing that I had little to do with developing the methods we are us- 
ing. The basic organization and structure of the course was the 
product of Frank Coolsen, whom Iam sure most of you know. He 
is a former member of this committee. Ideas for modifications 
and innovations in teaching methods have been contributed both by 
my colleagues in the marketing department and by a number of 
my students. I have merely had the fun of trying out and experi- 
menting with their ideas and suggestions. 


Our approach to the teaching of industrial marketing has 
been guided by the presumption that students generally have very 
little personal contact with this type of marketing. We have dis- 
covered, for example, that only about one student in eight who 
registers for our course has ever heard of a purchasing agent. 
Most of these students, it usually turns out, acquired their 
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knowledge of purchasing agents from other courses rather than 
personal experience. It was concluded therefore that a course in 
industrial marketing which would be interesting and stimulating 
to the student must have two qualities: (1) contents which are 
realistic, and (2) a presentation of these contents which is force- 
ful and challenging. 


To achieve the first of these qualities we have used several 
devices. 


1. Outside speakers from industrial concerns. On the 
average we have had a guest speaker about every two 
and a half weeks. All of these speakers have been 
persons who held responsible marketing positions in 
their companies. For the most part, they talked about 
their jobs. 


2. A field trip in reverse. Instead of taking our students 
to visit several companies, we persuaded the repre- 
sentatives of several companies to visit our students. 
This visit was conducted in the form of a seminar 
meeting in which each representative expressed his 
views on the topic under discussion. In this case the 
topic was industrial advertising. This meeting was 
arranged by Professor Sandage through the good 
offices of NIAA. 


3. Films. Although we were able to find only one film 
that we considered suitable for our purposes, there 
are undoubtedly others. 


4. Term projects. This is an undertaking in which each 
student investigates and writes a report on the market- 
ing program of some industrial concern of his choice. 
This enables the student to gain some first-hand 
knowledge about industrial marketing operations. It 
also affords him some practice in organizing and pre- 
senting his findings in a formal manner. 


To achieve the second quality, we have given our course in 
industrial marketing a strong management flavor. With the ex- 
ception of some introductory material, which is devoted to the 
structure of industrial markets, the whole presentation is from 
the viewpoint of the marketing manager. Class discussions 
(lectures are informal and infrequent) are directed toward the 
various tasks of industrial marketing management and the types 
of problems which arise in the course of performing these tasks. 
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The analysis of case materials is relied upon to emphasize the 
nature and dimensions of these problems. 


We have also endeavored to test our results. This has been 
accomplished by means of a questionnaire which is given to tnv 
students at the end of each semester. They are asked to fill out 
and return it (anonimously) at their earliest convenience. The 
questions are designed to reveal four types of information: (1) 
Whether the student feels he has benefited from the course and in 
what respects, (2) What aspects of the course the student liked 
best and why, (3) What aspects of the course he liked least, and 
why, (4) What recommendations he has for improving the course. 
The two semesters we have used these questionnaires returns 
have been over ninety per cent. On the whole, the response has 
been instructive and encouraging. 


During the past four semesters, enrollment in industrial 
marketing here at Tlinois has increased from 17 to 50. Next 
semester we are adding another section. This does not imply of 
course that we have found all or even most of the answers with 
respect to teaching techniques. But we do believe that we have 
found some of them, and we are systematically searching for 
others. 
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Teaching of Industrial Marketing 
CURRENT ENROLLMENT TRENDS IN INDUSTRIAL MARKETING 


Edward W. Cundiff 
Syracuse University 


In planning this program a number of questions were con- 
sidered: What is the place of industrial marketing in the market- 
ing curriculum? Why do we teach it? How can we teach it better? 
What teaching materials are available? Various members of the 
panel will address themselves to these questions. My part of this 
program is to set the stage by determining the current status of 
industrial marketing offerings and comparing these offerings with 
those in other marketing areas. 


The information presented in this paper was obtained from 
a questionnaire which was mailed to marketing department chair- 
men or instructors in 77 universities or colleges. The objective 
was to obtain some general information quickly, so no attempt 
was made to set up a universal ora planned sample. Fixty-six 
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men, or 73% of those queried, responded. Technical schools 
were not included in the sample because all marketing courses 
in such schools tend to have an industrial approach. The term 
industrial marketing, as discussed today, will refer only to ad- 
vanced courses which have a basic marketing course as a 
prerequisite. 


Seventeen schools, or 30.4% of those responding, offered 
or planned to offer an industrial marketing course during the 
1957-8 school year. In four of these schools the course was of- 
fered for the first time last year or this year. Further evidence 
that industrial marketing courses area relatively new develop- 
ment in most schools is the fact that the course has been offered 
less than three years in five of the seventeen schools, four to 
six years in six schools and over seven years in only six schools. 
The larger schools with broad curricula are most likely to offer 
courses in industrial marketing. Only %. 5% of the twelve col- 
leges or departments of business with total enrollment of less 
than 500 offered such courses, whereas 60% of the ten with en- 
rollments of 2,000 or more offered industrial marketing. The 
concentration was also heaviest in urban schools. Schools which 
offered industrial marketing were those which offered courses in 
all or most of the other six special fields of marketing covered 
by AMA teaching subcommittees. Eight offered courses in all 
six areas, and seven offered courses in all areas but foreign 
trade. 


Even though industrial marketing offerings are increasing, 
total enrollment is still relatively insignificant. In the 56 re- 
sponding schools total enrollment in basic marketing for 1956-7 
was 14,613 and enrollment in industrial marketing was only 513, 
or 3.5%. Enrollment in sales management was six times greater 
and in salesmanship nine times greater than in industrial mar- 
keting. In the multiple course advertising area total enrollment 
was thirteen times greater. 


Reasons given for not offering an industrial marketing 
course were: shortage of textual material, shortage of faculty, 
lack of demand, inclusion of the subject matter in other courses 
such as sales management. Despite these limitations more and 
more schools are offering courses in industrial marketing. The 
other members of this panel will perhaps provide some reasons 
why more schools should introduce such courses. 
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Teaching of Industrial Marketing 
INDUSTRIAL MARKETING - "THE OTHER HALF" 


Kenneth Lawyer 
Western Reserve University 


Most of us, as teachers, find ourselves emphasizing those 
areas of our courses with which we are best acquainted. Students 
also prefer to be on familiar ground. Apparently this human 
characteristic has also affected the content of marketing texts, 
which seems in part to explain our neglect of "industrial market- 
ing'' -- the distribution of business goods. Yet they represent 
almost 50% of all goods sold. 


Those few writers who have worked in the field, and those 
of us who have taught the subject, have usually taken one of the 
two obvious approaches: -- (1) an expansion and elaboration of 
the chapter in the principles text (usually one), or, (2) a check- 
ing off, item by item, of the standard marketing management 
topics, or of the economic considerations. A third method is, of 
course, the use of cases or problems. 


Some combination of the three seems to promise us best 
results. There are, indeed, many aspects of the industrial mar- 
keting structure, having to do with these goods and their markets, 
which must be covered more thoroughly than in the principles 
chapter, if the student is to fully appreciate the framework within 
which the industrial marketing manager performs his functions. 
This framework is quite different. 


The points of substantial differentiation between the two 
fields of marketing operation definitely affect their methods. 
These call not only for better understanding but for further study 
by teachers and writers. The few writers and current authori- 
ties interested in them have done well enough, but the field is 
wide open, comparatively untouched, as compared with our ex- 
haustive work in consumer goods. 


All of us know that "industrial goods tend to be sold direct,'"' 
that ''markets tend to be limited and concentrated, '' that ''buyers 
are professional" and that ''the demand is derived" etc. and etc. 
-- which we dutifully teach to our students. Yet I find in my ad- 
vanced courses that even students of superior performance in the 
principles course do not really understand the significance of any 
one of those statements when asked to give examples. They 
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simply don't go into it deeply enough. 


Some of the sales management texts cover the subject 
rather well. Yet neither principles texts or sales management 
courses, as such, can properly impress the student with the 
realism of industrial buying -- the fact that the product must 
perform -- that performance, assuming the stated specifications, 
is the essence of the industrial sales contract. Two few students 
in the general courses can appreciate the interest of the buyer's 
accountants, legal staff and own sales department in the merits 
of the seller's goods. Leasing, the elements of the sales con- 
tract, the economics of replacement, -- all of these call for 
study if the field is to be comprehended at all well. Nor can 
students readily appreciate the tremendous intra- and inter- 
industrial competition between processes, (e.g. casting vs. 
stamping vs. welding) or materials (wood vs. metal vs. plastic 
vs. paper) -- all of which are real and vital. The essentially 
close working relationship between buyer's and seller's plants 
in developing the sale must be understood to be appreciated. 
Texts include industrial goods cases. 


The field needs much study, more research, better teach- 
ing. There are principles in industrial marketing which are as 
yet uncrystallized, for lack of appreciation of the peculiarities of 
product-market relationships. The classifications of industrial 
goods, if necessary at all, need review. There are, in my hum- 
ble opinion, possible bases for classification in this connection 
which have not yet been conceived. The factors affecting channel 
selection, the sales assignment, advertising media selection -- 
all of these can be studied to advantage, to the benefit of the field. 


Industry is calling for capable marketing manpower. Pro- 
ducers of industrial goods are traditionally ''good engineers but 
poor salesmen.'' Their emphasis, has by their nature and of 
necessity, been on production efficiency and product performance, 
rather than on ways of distributing their products better. Now, 
those days are going. With production costs leveling out, and 
under the great competitive pressures of recent years, they have 
been taking tremendous strides. Industrial marketers are doing 
better sales selection and training, better market research, 
better media selection; they're even into motivation studies. 


The point of this discussion is not that they need our per- 
sonal and professional aid and counsel so much, but that we need 
to know more of what they are doing so that our students can fit 
into their marketing programs more readily. That is where they 
need and want our help. Let's a few more of us leave the intri- 
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cacies of persuading consumers of beer and soap and cigarettes 
to change brands to the psychologists for a while. Let's work on 
selling nuts and bolts and presses and dies, ''the other half" or 
marketing. 
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Teaching of Foreign Marketing 
SUMMARY 


Harold Kellar, Chairman 
The City College of New York 


The meeting was opened by Professor Kellar. Reference 
was made to the material that was distributed to the audience and 
participants, in the form of questionnaires, relating to the in- 
terests of all concerned. The committee plans to use the replies 
in organizing its work for the coming year. 


The first speaker was Professor Eric Schenker of Michigan 
State University who delivered a paper entitled ''The Role of Port 
Development in International Marketing.'' He described in gen- 
eral the development of southern ports and their hopes of attract- 
ing considerable business because of the concerted efforts of 
various port authorities. This action had a positive effect on the 
increase in port tonnage. He cited as examples the facilities of 
New Orleans and Mobile. Professor Schenker stated emphatical- 
ly that he is not advocating port development at every port to pro- 
mote international trade, but does advocate such development to 
increase the share of international trade of a port when desirable. 


Professor Donald F. Mulvihill of the University of Alabama 
was the first discussant of Professor Schenker's paper and made 
the following comments: While port development in a sense did 
have a great deal to contribute to foreign marketing; many times 
the authorities in charge of a port were politically minded with 
negative aspects resulting. 


The second discussant of Professor Schenker's paper was 
Professor Roland L. Kramer of the Wharton School, University 
of Pennsylvania. Professor Kramer was most definite in his 
comments, stressing that in the main, ports have nothing to do 
with the volume of foreign marketing. True, ports are facilita- 
ting factors insofar as the movement of goods is concerned. 
However, New York and Philadelphia are marketing centers be- 
cause of the various functional groups that are located in the area 
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and not because of the port itself. 


Professor Kellar then presented ''An Analysis of the Re- 
sults of the A. M.A. Survey on Proposed Projects in Foreign 
Marketing and Their Implementation. '' He had divided his paper 
into general categories in relation to the answers received to the 
survey. Under Course Content, the following requests were 
made: 


a. Request: A study of the current methods used in teach- 
ing foreign trade and foreign marketing courses by college and 
university teachers. 


In answering this, Professor Kellar spoke for his own 
institution and a few other colleges and universities with whom 
he had personal contact and experience. He stated that the lec- 
ture method is used primarily. However, textbooks are used 
when available. Laboratory material is used for the techniques 
involved. Supplementary use is made of government and private 
publications. Included in private publications, extensive use is 
made of trade journals, along with major newspapers such as the 
New York Times, Herald Tribune, Journal of Commerce and 
Wall Street Journal, to supplement and bring up to date material 
used in teaching the various courses. 


b. Request: Content of courses, approach, philosophy, 
level of courses, both on graduate and undergraduate levels. 


Professor Kellar stated that there is a need for con- 
siderable inquiry into this topic. He mentioned that there are 
two schools of thought: one wherein the prime moving factor is 
that of the management-decision philosophy and the other a com- 
bination of both a mastery of the techniques of the field, and at 
the same time working toward the management-decision phase. 
Some criticism has been leveled at certain colleges and univer- 
sities for the latter type of approach. However, Professor 
Kellar felt that the Subcommittee on the Teaching of Foreign 
Marketing could undertake this preblem for further investigation, 
and make a report to the Committee on it at the next annual meet- 
ing. He felt that the importance of the findings would be appre- 
ciated not only by educators in the United States, but throughout 
the world. It was his opinion that the best approach to a problem 
of this sort is to establish criteria which would help to evaluate 
the courses in terms of the needs of the colleges and universities 
involved, along with the communities and countries which they 
serve. 
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c. Request: The scope and content of a course in foreign 
marketing and its relation to economics and management. In- 
cluded in this type of question were requests for subject matter, 
law and international advertising. 


It should be emphasized more and more, Professor Kellar 
stated, that foreign marketing and domestic marketing use the 
same basic fundamental economic and management principles as 
an effective body of tools. In foreign marketing, we are con- 
cerned with the variants which sovereign governments and nation- 
al boundaries have instituted. Foreign marketing courses should 
be separated from basic technique courses in international trade. 


Included in a foreign marketing course should be topics 
such as: Sources of Information, Career Opportunities, Analysis 
of Export and Import Organizations, Sales Channels Abroad, The 
Foreign Market Survey, Marketing Methods in Relation to Inter- 
national Trade (At Home and Abroad), Advertising and Promo- 
tional Methods, the Sales Contract, Types of Branches to be 
Established Abroad, Finance and Foreign Exchange and Govern- 
ment Controls and Policies (United States and others). Professor 
Kellar mentioned that Professor King of M.I.T. had undertaken 
a few years back a survey of foreign marketing courses and that 
anyone interested should contact Professor King in relation to his 
findings and the help he can give any institution wishing additional 
information. 


In the matter of the semantics of Foreign Trade, Foreign 
Marketing and International Economics, Professor Kellar went 
on to say that the discipline should be called International Trade. 
All facets of the field are coming more and more to the realiza- 
tion that the word ''foreign'' has no place in the field. In fact, 
many banks, business organizations and governments are using 
"international" in place of ''foreign.'' Marketing is one phase of 
international trade. As to international economics, even those 
who have written texts in the field concede that economics sup- 
plies the basic tools to be used in international trade. 


It was Professor Kellar's feeling that the committee can do 
a great deal to bring about the necessary delineation that is so 
essential in the field of international trade, and thus end the 
"friction" that has developed between management, economics 
and marketing. He stressed that there is a real need for the in- 
terdisciplinary approach without sacrificing the scholarship of 
the individual discipline. 
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Under the general heading, Comparison of Marketing 
Methods, Professor Kellar answered the request: To make a 
comparison between marketing methods used in the United States 
and in other countries, by stating the following: 


There are numerous private individuals, colleges and un- 
iversities that are constantly making this type of survey. The 
Library of Congress and the Department of Commerce are ex- 
cellent reference sources, especially the World Information 
Series that the Department of Commerce publishes. However, 
the shortcomings of these reports are also well known. The In- 
ternational Advertising Association at its recent convention had 
much to say on comparisons of marketing methods both in the 
United States and abroad. Professor Kellar further proposed 
that the subcommittee under Professor Schulz of Hofstra inves - 
tigate the literature and survey reports, in order that the mate- 
rial be made available to the teaching as well as the business 
field. 


Professor King commented on the curriculum program. 
He mentioned facts concerning the survey that he had made on 
the international marketing program and that at the present time 
a re-evaluation was being made as to what topics should be cov- 
ered in the basic foreign marketing course. 


A progress report was given by Professor Schulz on the 
development of a bibliography in foreign marketing. During the 
past year, he was able to develop a rather complete list which 
will shortly be made available to any instructor in foreign mar- 
keting who writes to Professor Schulz at Hofstra and requests a 
copy. Further Professor Schulz proposed a core program of 
courses in foreign marketing for any college which cannot offer 
many courses for specialists in international trade, but would 
like to offer a well rounded program for the students who desire 
to elect a major in the field of foreign marketing. This proposal 
met with the enthusiastic support of all participants at the meet- 
ing, and for the coming year of 1958, Professors Schulz and 
King will work on this project in order that it may be presented 
to the annual meeting. It is anticipated that this project will be 
of interest to the entire teaching membership of the A. M.A. and 
an endeavor will be made to have the findings distributed to all. 


Professor Robert Pease of Rutgers University reported the 
successful conclusion of his project on Industry Aids. He said 
that he had developed a comprehensive list of companies, institu- 
tions, and individuals who can supply speakers or teaching mate- 
rials to instructors in foreign marketing. His completed project 
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will soon be forwarded to Dean Alfred L. Seelye of the School of 
Business of Michigan State University and Professor Taylor W. 
Meloan of the University of Indiana, for duplication and distribu- 
tion to the membership. 


Professor John Fayerweather of Harvard University, in 
making a few introductory remarks prior to the showing for the 
first time before any audience his new type of film, ''Marketing 
in Mexico", stated the following: 


The film was produced to fill a major need in the study of 
foreign marketing. It was designed on the basis of Professor 
Fayerweather's experience in teaching foreign marketing and his 
intimate knowledge of Mexico gained during three research trips. 
Much is done to convey to the viewer a realistic understanding of 
the problems and methods of marketing in a foreign country, us- 
ing Mexico as a case example. The pictures and narration lead 
the audience on a comprehensive field trip through the main facets 
of the Mexican marketing scene: 


The Way of Life of Each Economic Class. 
Buying Psychology. 

Buying Practices. 

Distribution Channels. 

Advertising. 

Problems of Marketing Policy. 


WN 


After the showing of the film, which was warmly received, 
audience reaction questionnaires were filled out. From all indi- 
cations, the film should be in tremendous demand, not only from 
college instructors of foreign and area marketing courses, but 
from business as well. 


Not very much time was left for any general discussion, 
and the participants felt that were the meeting held prior to the 
Luncheon meeting, a greater adherence to the schedule might 
have left more time for audience participation. 


In analyzing the answers prepared to the general question- 
naire distributed to both participants and audience, indications 
are that for the coming year of 1958, the Subcommittee on the 
Teaching of Foreign Marketing will have a busy program and it is 
hoped that many of its projects will be successfully completed. 
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Teaching of Salesmanship 
OBJECTIVES OF A COLLEGE COURSE IN SALESMANSHIP 


W. H. Harris 
University of Georgia 


The importance of salesmanship in the American Economy 
has been established as far as the business community is con- 
cerned. In the education field we have some catching up to do. 
There is a distinct need in education for greater recognition of 
the art and science of salesmanship. The fact that it is an aca- 
demic field of study will be recognized when those who teach 
sales courses establish objectives in keeping with high standards 
and based on sound economic and business principles. 


The college course in salesmanship, like other courses, is 
based on an organized body of knowledge, ethical concepts, and 
problem solving applied to a specific field of work. There is 
also the use of knowledge from related academic fields. It is the 
use of the principles of selling, plus applicable principles from 
related fields, plus the use of problem solving techniques, that 
give purpose to the course and value to the student. 


Any statement of objectives regarding a college course in 
salesmanship might be expected to contain the following: 


1. Students should know and understand that the profes- 
sional concept of selling is the only answer to success 
in the sales field. 


2. Students should secure a thorough knowledge of the 
principles, techniques and practices of selling. 


(The preceding objectives, service selling and knowledge 
serve as the basis for the third and fourth objectives. ) 


3. Students should be taught to think through their own ap- 
plication of problem solving techniques and creative 
thinking. 


4, Every possible opportunity should be provided for stu- 
dents to apply their knowledge and use the problem 
solving and creative thinking techniques through oral 
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and written sales presentations, ''role playing'', and 
active participation in class discussions. 


The '"'salesman of today'' is learning that the most satisfac- 
tory and most rewarding salesman-customer relationship is 
based on service selling. This point-of-view, along with intel- 
lectual training, a scientific attitude and increasing public and 
legal recognition, will make the ''salesman of tomorrow'"' a pro- 
fessional man. It is our duty as teachers of salesmanship 
courses to work continuously to develop professional attitudes 
and concepts. 


A great body of literature has been developed in the sales 
field. Excellent research data and scientific studies provide 
logical, tested principles that may be applied in this essential 
field of economic endeavor. Many high quality text books and the 
excellent periodical literature are available for use. Intellectual 
training in the sales field is essential to the American economy. 
We are providing this education in our salesmanship classes. 


It is in the area of application of what the student learns 
that college sales courses may fall short. The use of the scien- 
tific method in solving sales problems is passed up when con- 
tinuous lectures, note memory, set cases and pure text coverage 
prevails. Students should be challenged to think, to use what they 
know, to think creatively in the solution of problems. Selling a 
product or service requires all the knowledge, all the faculties, 
and all the human relations concepts of the salesman as he meets 
the prospect. The challenge must be present, for only then will 
the student think, use what he knows, and think creatively over 
and beyond set patterns or common-place solutions. 


Theory and practice must go together if effective results 
are to be achieved. The opportunity to test, to secure reactions, 
to practice, to participate in class with fellow students makes 
sales education more meaningful and valuable. 


It is apparent that the objectives of a college course in 
salesmanship are: (1) A professional concept of selling, (2) 
Knowledge of the sales field, principles of selling, and accepted 
techniques and practices, (3) Application of this knowledge through 
problem solving and creative thinking technique, (4) The oppor- 
tunity to present, practice and participate in class. 


C 

L 
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Teaching of Salesmanship 
OBJECTIVES OF A COLLEGE COURSE IN SALESMANSHIP 


Alfred Gross 
New York University 


Periodically we are faced with the question of clarifying 
the objectives of a course in salesmanship. At first blush it 
might seem silly to spend our time on such an elementary ques - 
tion, The name of the course itself seems to indicate its content 
clearly. This would be true if business thinking remained static. 
Such is not the case however. As conditions change, it is logi- 
cal to assume that our course objectives should change. 


Let us ask ourselves this question. ''Are we training 
salesmen or marketing men?'' If the answer is the former then 
we might have difficulty in justifying a sales course at the col- 
lege level. Such a course would naturally concentrate on selling 
tactics. It would be hard to distinguish from similar programs 
offered at vocational and secondary schools throughout the 
country. 


On the other hand if the course we offer contemplates the 
development of full fledged marketing men, then there can be no 
question of its place in a college curriculum. 


What is the objective of a salesmanship course for market- 
ing men? It emphasizes the broader aspects of marketing while 
developing the tactics of personal selling. 


Such a course still has as its primary function the teaching 
of salesmanship technique, but in addition it identifies the place 
of the salesman in the marketing organization. The student 
studies the problems of salesmen as they actually work with all 
the attendant difficulties of managing them. He learns about their 
trials and troubles. He begins to appreciate the kind of assist- 
ance such men need from their supervisors. The student sees 
how the field sales organization fits into overall marketing man- 
agement strategy ? 


The selling course has considerable value for the student 
because it prepares him specifically for the position in which he 
is most likely to start his marketing career. After all there are 
more positions open in selling than there are in any other field 
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of marketing. However, instead of limiting his horizons to sell- 
ing as a career, such a course is designed to suggest selling as a 
starting point in a career leading upwards to sales management 
and ultimately to marketing management or higher. 


At this point, it is worthwhile to develop the latter concept 
a bit further. From the foregoing it should be obvious that our 
concept of a professional salesman involves broad gauge, wide 
range training and thinking. Even though the student should be 
quite familiar with selling positions which require a minimum of 
skill such as those found in retail clerking or door to door sell- 
ing for example, a college student should be oriented towards 
sales positions which necessitate substantial utilization of his 
undergraduate training. He should be directed towards those 
sales positions in which he will make substantial use of the con- 
tent of those marketing courses, and more broadly those busi- 
ness and cultural courses which he has pursued at college. 


Our college trained salesmen should be developed as a 
true professional man. Such a salesman is not simply concerned 
with the mechanical tactics of selling. He is not satisfied unless 
he has become an expert in his field and is recognized as such by 
his customers. He should be able to assist his customers in 
virtually every phase of their operations. He should certainly be 
able to help with such problems as proper selection and balancing 
of inventories, local advertising and point of sale promotion. He 
should be fully capable of training and stimulating his customers' 
personnel. He should be well versed in handling complaints and 
adjustments, and in teaching customers how to get the most value 
out of the goods and services he sells. Such a salesman is not 
satisfied unless his customers are fully satisfied and recognizes 
this factor as a vital consideration in marketing. 


Our professionally inclined salesmen understands his du- 
ties to his company and, conversely, their dependence upon him 
in his field activities. He can be trusted to follow up leads and 
suggestions, to turn in useful and intelligent reports, to handle 
credit and collection problems and the other duties as required. 
Our man has his eye on promotion and works with management 
in every way possible. Allin all, he has the marketing view- 
point rather than the much narrower typical salesman's view- 
point. 


This approach offers much to the college man. It indicates 
a sound way to enter the marketing profession, to build up valu- 
able experience which will stand him in good stead later on. Very 
important is the fact that this approach to selling is far more 
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palatable to college administrations and also to the student's 
parents. The ''status'' of a professional salesman who is in 
training for marketing management is very much higher than that 
of the salesman whose only interest is in getting an order. 


There is no necessity to justify a professional course in 
salesmanship which is designed to be integrated with a rounded 
marketing management curriculum. Such a course is collegiate 
in every respect and should be of value to any student exposed 
to it. 
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Teaching of Salesmanship 


THE CONTRIBUTION OF SALESMANSHIP 
TO THE CURRICULUM 


Edwin Grief 
University of Vermont 


The greatest encouragement and stimulation should stem 
from our realization that the course in Salesmanship is once 
again-as it has been on occasions in the past-purposefully sub- 
jected to introspection and analysis. The mere fact that this 
critical examination is intentional, and also regular, indicates 
a sincerity of effort. Such effort provides and insures the con- 
tinuing development of an even more constructive offering that 
will possess justified stature on a college level. It is the best 
guarantee that the course will continue, as it has in the past, to 
make a positive contribution to the intellectual development of 
the student. 


To enhance this intellectual development, Salesmanship-- 
or any other course in the curriculum--must increase the stu- 
dent's perception, reasoning powers and understanding through 
the learning experience. This result is essential if an educated 
man Or woman is to be graduated from an institution of higher 
learning. It is the criteria for any evaluation. However, I do 
believe that we beg the question at hand if we permit ourselves 
to fall into the confusing maze of that perennial controversy be- 
tween the exponents of liberal and ''vocational'' education. 


Such thinking clouds rather than clarifies the issue for this 
in no wise explains the problem. The basic question is whether 
or not this course provides good education, and if it is good, 
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good for what? Good for the individual? Good for society ? Good 
for both? And upon what evidence? Frankly, I believe that the 
following statement by Dr. Lawrence C. Lockley from his Month- 
ly Economic Letter of April 1957, published by the University of 
Southern California, gives pause for thought: ''schools of busi- 
ness are maturing. They are no longer the "how-to-do-it"' 
routines.... What has been most claimed as benefit of education 
is that it helps the student with the inquiring mind to orient him- 
self in the stream of history.... (and that) basically, man's con- 
quest over want-which is the subject of the business curriculum- 
is as good a basis of education as the development of drama or 
the eighteenth century essay!'' The course in Salesmanship, 
properly conducted, need not fear the 'how-to-do-it"' label either. 
It has had, and still has, the required substance to provide the 
level of education just mentioned in the quotation above. 


Only with this type of positive thinking, as a guide to future 
actions, can we finally free ourselves from the ''Throckmorton 
Attitude'' (Dr. Jeuck spoke about this a few years ago in Chicago) 
that was formerly so characteristic of marketing men in the pres - 
ence of colleagues teaching the courses in economics. We must 
also take this same step among ourselves that we may free our 
own house from this inferiority complex--a complex that is not 
justified. If, on the other hand, we are simply to take sides and 
unalterably maintain our own individual stands--the ''how-tos"' vs 
the ''reason-whys''--not only may we compromise with irreconcil- 
able differences our own chances for understanding, but also the 
students' future opportunities to profit from what this course in 
selling has to offer. 


Indeed, we can be guided far better by a concentration of 
our thoughts on the actual course content and how its contributions 
to the student's development can be increased. To realize this 
prime aim there must be, first of all, a keen recognition of the 
social and economic benefits to be gained from the sales effort. 

A broader understanding must be developed among those who are 
actually engaged in the teaching of Selling as well as among the 
many other teachers of related subjects in the undergraduate cur- 
riculum. The place and level of selling in tomorrow's distribution 
economy must be understood and recognized. It is with these few 
introductory thoughts in mind that I describe what I believe should 
be the three objectives of any course in Salesmanship. I hasten, 
in the limited time, to sketch each one. 


The course should, first of all, increase the student's ca- 
pacity for creative thinking and self-expression in terms of his 
own personality. To accomplish this, the student requires 
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opportunity and stimulation. The sales class offers both. There 
is Opportunity to participate in the exchange of ideas through oral 
and written means. Each of these experiences is required for 
effective communication, an activity that demands sound planning 
and careful organization of information. Actually, it is only when 
these two latter requirements are met that communication be- 
comes the vehicle for persuasion-the heart core of successful 
selling. The student can, or should, also receive stimulation to 
think on his feet, clearly and quickly, to better face the daily 
challenge of selling that requires the salesman, in intelligent and 
persuasive manner to give speedy answer to questions and brisk 
rejoinders of customers. Certainly such activity requires keen 
mental performance. In the discussion of personality develop- 
ment - the second part of this first objective - Selling provides, 
as few other courses do, the opportunity and stimulation for self- 
development through one's own individual efforts as he summons 
constantly his own total learning and experience. He learns to 
build through his own personsal efforts rather than to find 
vicarious satisfaction from the experiences of others. 


The second objective should help the student toward a bet- 
ter understanding of the marketing framework in which he will 
work; his creative, service role in the representation of custo- 
mer and client; and finally, the obligation he has to the company 
he serves. In the development of his sales presentation he 
should synthesize his accumulated marketing knowledge and his 
learning in other business and academic courses. All of these 
should be fused to provide problem solution for the customer he 
serves. The nature of creative salesmanship should be drawn 
so that the student realizes the full impact of his important role 
in our distribution economy. It is important too that he be shown 
his responsibilities, as was mentioned earlier, to the social and 
economic welfare of the society in which he lives. He must 
understand the place of advertising, marketing legislation and 
the other areas of marketing as these relate themselves to his 
daily activities. His horizons are then extended as he comes to 
realize that he has an obligation to customer and company. He 
will learn that value judgments must be made that are eminently 
fair to both parties in the sales transaction. Certainly we are 
justified in asking whether many other courses can provide so 
excellent a learning experience for the student! 


The third objective of the course should afford the student 
a knowledge of, and practice in, those proven sales techniques 
that are essential and instrumental in the building of permanent 
buyer-seller relationships. Discussion of this third objective 
was intentionally left for final consideration. This is, as we well 
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know, the "how-to'' area that stirs-and I believe through mis- 
understanding and misinterpretation-most of the strong argument 
by those who question the value of the course. This is an unfor- 
tunate circumstance for there is hardly a course, whether it be 
English composition, statistics, market research, sociology, 
sales management, science, languages-yes, even philosophy! - 
where the elements of practical application and technique are not 
included as a part of the conduct of the offering. In many these 
techniques play a very big part. Naturally, we must recognize 
that in selling, as in any other course mentioned, we do not mean 
technique for techniques' sake but rather a consideration of tech- 
niques in so far as they contribute to the accomplishment of the 
overall content and the constructive goal of the particular course. 
Certainly it would seem justified that the student in selling, as 

in the other mentioned courses, should be practiced in proven 
sales methods that will assure his future success. Actually such 
knowledge, even if the student were never to sell a product or 
service again, supplies a means and a confidence that should en- 
able him to make a more positive contribution to any business or 
professional endeavor he might choose in the future. It is to be 
remembered that the technique element is but one part of the 
course as it has been outlined here. Defense then is not so much 
the need as is an understanding of the combination of objectives 
to be realized. The same type of understanding is needed in the 
evaluation of any course. Course accomplishment too is always 
conditioned, as we well know, by the type and the level of instruc- 
tion. 


With these three objectives in mind, and a clearer under- 
standing of what each is expected to contribute to the total offer- 
ing, we should go forward with renewed vigor and confidence. 
The substance is there; it is within the province of the instructor 
to provide the opportunity for genuine intellectual development in 
the Salesmanship course as outlined in this paper. 
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Teaching of Salesmanship 


WHAT A COURSE IN SALESMANSHIP AT THE COLLEGE LEVEL 
SHOULD DO FOR THE STUDENT 


F. H. Beach 
University of Dlinois 


The typical college student, like the typical sales trainee 
considering a career in selling, approaches the subject with some 
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questions that should be answered in the beginning or as the 
course is presented. Certainly by the time he has completed the 
work his doubts and possible misgivings should be fully resolved. 


The three questions which seem to be uppermost in the 
thinking of most students contemplating a sales course are the 
following: (1) Will a sales course benefit me materially if I DO 
NOT engage in selling work after graduation? (2) If I do enter 
some kind of sales work, may I expect reasonable success in it. 
To put this more bluntly, students really want to know whether 
or not they have the "'tickets'' - the essentials of success in the 
type of selling they choose to enter. (3) Is salesmanship as a 
life work, a career, the kind of a job that Iam seeking? 


Let us give very brief attention to each of these three 
natural questions. Perhaps, as sort of an aside, it should be 
recognized that if the sales course is required for some students 
these questions will have no bearing on whether they take the 
course or not, but their thinking will have definite bearing and 
influence upon college friends of theirs who base their selection 
of elective courses mainly upon what others say about them. 

(1) WILL A SALES COURSE BENEFIT ME MATERIALLY IF I 
DO NOT ENTER SOME KIND OF SALES WORK ? 


Less than 3% of college football players go into professional 
football after graduation. Yet the great majority of them would 
be quick to admit that the lessons they learned upon the gridiron 
were among the most valuable of their entire college experience. 
So it should be with salesmanship. To phrase this in different 
language, let us say that the sales course should emphasize a 
simple but effective ''success formula" for life, an ability to 
"sell yourself'', whether used in selling or in any other occupa- 
tion. An A, B, C formula if you will, where A stands for 
ATTITUDE, B for BEHAVIOR, and C for CHARACTER. What 
course in college can bring out as effectively as the sales course 
the importance of having the right attitude towards your work, 
your employer, your company, your community and your coun- 
try? Developing a sense of individual responsibility, a willing- 
ness to cooperate, to be loyal and enthusiastic, and to live the 
Golden Rule, are an essential phase of successful selling. Be- 
havior, in talking and in meeting and handling people, is equally 
essential. And character, developed by emphasis upon such 
traits as those mentioned above plus dependability, devotion to 
service, disciplined from within, and determined to do one's best, 
should be related to selling in a positive manner. The Good Book 
one of the finest statements of selling principles ever written, 
says, ''Seek Ye first His Kingdom and His Righteousness, and all 
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these other things shall be added unto you.'' So it is with the A, 
B, C's. (2) If Ido enter some kind of sales work, will I succeed? 
Do I have the "'tickets?'' Just as positive an affirmative should 
be given this second important question. Referring again to pro- 
fessional football, obviously not every college football player 
may expect to succeed in the ''big league. '' However, the se- 
lected few who are chosen on the basis of college records can ex- 
pect to succeed if they pay the price in hard work, good physical 
condition, and a real determination to give their best all the 

time. So the college student who takes salesmanship, and dem- 
onstrates the traits and qualities associated with successful 
salesmen may also expect confidently to achieve success in the 
field of selling for which he seems best fitted. The sales course 
should clarify the many different types of sales jobs available 
today, and the kind of selling duties characteristic of each dif- 
ferent type. One may choose between inside and outside selling, 
between bossing yourself or being bossed by another, selecting 
your own prospects or calling upon company prospects and cus - 
tomers, working on salary or commission, and doing routine 
sales duties or doing the aggressive kind more commonly asso- 
ciated with outside specialty salesmen. (3) Is salesmanship as a 
life work, a career, the kind of a job Iam seeking? To this we 
can logically give our third positive affirmative answer. More 
and more frequently the top business executives are coming from 
the sales ranks of the company. More and more attention is be- 
ing given to distribution as the real key to a continuing national 
prosperity. Your entrance upon a career in salesmanship opens 
the door to the most attractive high-level management and exec- 
utive positions. If one possess the ''tickets'' of success mentioned 
already, he can anticipate success in his chosen field exactly as 
the accountant, the architect, the lawyer, the engineer and the 
surgeon can achieve professional status and success when prop- 
erly selected and trained. The sales course is the first stepin 
the training program designed to turn out professional salesmen. 
The salesman today is considered a professional man along with 
the other recognized professions. He is engaged in work which 
provides a constant challenge to study, to learn more, to improve 
personally, to share ideas with others in the same field, to em- 
phasize service above personal gains, and to observe high ethical 
standards. What more can one desire in a life work? What other 
occupation has practically no upper limits upon earnings except 
the ambitions and goals of the individual? What other work com- 
bines the real opportunity to earn a good income, look forward to 
promotions ultimately to the top management jobs of the company, 
and at the same time enable one to serve his clients and commun- 
ity as sales work does ? 
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These are only three of the many questions which the sales 
course must answer to the satisfaction of the college student. 
The way in which it answers them, however, may determine to 
a considerable degree the acceptance of a sales course by those 
students not contemplating a career in selling. There is always 
present the hope and expectation that many college students 
might be directed into a selling career following graduation be- 
cause of the experiences and lessons obtained in the course in 
salesmanship. 
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SURVEY OF THE ATTITUDE OF BUSINESSMEN 
TOWARD A COLLEGE COURSE IN SALESMANSHIP 


Charles L. Lapp 
Washington University 


448 Marketing Executives and Salesmen were either inter- 
viewed or polled by mail in the St. Louis area. 


Do you think salesmanship should be taught as a college 
course in Schools of Business? Why or Why not? 


Total Replies (448) 


Yes 87.5% 
No 12. 5% 


Required 41. 0% 
Elective 59.0% 


Replies of Sales Managers (76) 


Yes 93.4% 
No 6.6% 


Required 50% 
Elective 50% 


Remarks: 


The most frequent reasons for those answering, ''Yes'' 
were: 
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"Salesmanship is basic to any business or job as you 
must sell yourself to get or do a job. "' 


'Salesmanship will give anyone entering the sales field 
a helpful start." 


The most frequent reasons given by those opposed to teach- 
ing salesmanship were: 


"Salesmanship can't be taught in the classroom. "' 


"TI am opposed to any how-to, specific courses that do 
not give a broad background for business. '' 


Replies of Top Level Executives (33) 


Yes 79% 
No 21% 


Required 46% 
Elective 54% 


Comments: 
The most frequent reason for reporting ''Yes'' was: 


"If people were taught to sell regardless of their joba 
great many excellent ideas and hard work behind such ideas 
would be put into effect rather than lost as is now too often the 
case." 


The typical comment of those who answered ''No'' was as 
follows: 


"A salesman to be successful must be one who knows 
his product and likes to make calls, so why waste time teaching 
him salesmanship when law, finance, and/or engineering would 
be more valuable. 


Replies of Marketing Research Executives (50) 


Yes 88.0% 
No 12. 0% 


Required 41.0% 
Elective 59. 0% 
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Comments: 


The most frequent reasons for those answering ''Yes" 
were: 


"Salesmanship underlies all business."' 
"Salesmanship rounds out the individual. "' 
The most frequent reasons for answering ''No'' were: 


"Concentrate on fundamentals of business rather than 
trade skills. '' 


"Can't teach willingness to work, personality, and 
knowledge of specific products. '' 


Replies of Purchasing Agents (16) 


Yes 87% 
No 13% 


Required 36% 
Elective 64% 


Comments: 


The typical reason for those answering ''Yes'' was essen- 
tially as follows: 


''While the psychology of selling is basic for those who 
sell, it is just as essential for the buyer to know the operations 


of the sales process so as to get the greatest good from contacts 


with vendors." 


The typical reasons for those answering ''No'' were as 
follows: 


''All a salesman needs to know is his product and nota 
lot of selling theories to be successful. '' 


"Sales ability is an inherent trait that can not be taught. "' 


Replies of Advertising Executives (48) 


Yes 96. 0% 
No 4.0% 
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Required 29. 0% 
Elective 70.2% 


Comments: 
Those favoring by answering ''Yes'' typically stated: 
"Salesmanship underlies all business activities. '' 
Those against typically stated: 


"Salesmanship can not be learned from books. "' 


Replies of Managers, Owners, and Buyers in Retail 
Stores (18) 


Yes 72.0% 
No 28.0% 


Required 50% 
Elective 50% 


Comments: 
Those favoring typically stated: 
"Salesmanship is basic to success in business." 
Those against typically stated: 
"Actual experience is the best way to learn how to sell." 
Replies of Outside Salesmen (187) 


Yes 87.7% 
No 13. 3% 


Required 37.7% 
Elective 62. 3% 


Those favoring typically stated: 
"Salesmanship is applicable in any field of business. "' 
Those voting ''No"' typically stated: 


"Selling is knowing your product or service and how to 
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get along with people and you can't learn that out of a book."' 

A breakdown of outside salesmen by types indicated the 
following variation in those favoring the teaching of salesman- 


ship in college: 


Industrial Product (Mfg.) 76.5% 


Wholesale 91. 0% 
Consumer Product (Mfg.) 89.0% 
Intangible or Service 88. 3% 


Replies of Retail Salespeople (20) 


Yes 80.0% 
No 20. 0% 


Required 45. 0% 
Elective 55.0% 


Comments: 
Those favoring typically stated: 


"Salesmanship courses will help any person decide if 
it is the field they want to go into. "' 


Those opposed stated: 


"No course can be a substitute for practical experience. "' 
RECAPITULATION: 


If you will check back over the figures above you will find 
that a higher per cent of advertising executives (with 96. 0%) and 
sales managers of outside salesmen (with 93. 4%) favored teach- 
ing salesmanship in colleges and universities than of the other 
groups surveyed. 


It should also be noted that the highest per cent of the total 
favoring that salesmanship should be required was reported by 
sales managers of outside salesmen, and managers, Owners, 
and buyers in retail stores. 


The group least favorable to requiring it as a course was 
advertising executives. 
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SUGGESTIONS FOR IMPROVING SALESMANSHIP COURSES: 


The most frequent answers of the business men surveyed as 
to what might be done to improve courses offered in salesmanship 
were as follows: 


-- Stress the basic techniques of selling rather than so 
much theory. 


-- Require more role playing and participation and put 
less emphasis on lectures. 


-- Bring in people actively engaged in selling to work 
with students. 


-- Insist students while taking the class do some actual 
selling preferably house to house. 
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REPORT OF UNIVERSITY RESEARCH COMMITTEE 
OF NATIONAL SOCIETY OF SALES TRAINING EXECUTIVES 


H. L. Porter 
Standard Oil Company of Indiana 


I am pleased to have this opportunity to discuss work of the 
University Research Committee of the National Society of Sales 
Training Executives whose major project at the present time has 
to do with the teaching of Selling. 


For those who did not hear my explanation when I made a 
similar presentation at your meeting last December, I would like 
to tell you briefly a little about the National Society of Sales 
Training Executives. This group is made up of approximately 
100 of the training directors of firms throughout the United States. 
They are some of the first people to come in contact with the 
graduates of your classes in Selling, or the graduates of your 
colleges or universities whether or not you teach Selling. 


Let me tell you very briefly about some of our activities 
that are related directly to your work: 


(1) Our first project was a cooperative venture with Ohio 
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State University in which we provided a $500 scholar- 
ship fund for a graduate student who wrote his Master's 
Thesis on the subject: ''Techniques for Measuring 
Sales Training Effectiveness". 


(2) We have been endeavoring to promote a greater inte- 
rest in sales training. The Society has published a 
"Handbook of Sales Training" now in its second edition, 
which has no doubt come to the attention of most of you. 
In exploring possible uses of this text, we soon dis- 
covered that not only were there few courses in sales 
training but there were a variety of offerings in the 
teaching of Salesmanship. In fact, some colleges and 
universities did not teach Salesmanship at all. 


(3) This exploratory work brought to light the circumstance 
that industry people were not as close to you in your 
work as they should have been. They had little aware- 
ness of what was happening in the classroom in Schools 
of Business. There was need for a closer relationship 
so that industry people might learn what they could do 
to be more helpful, and, in turn, help college profes - 
sors to become aware of industry needs and assistance 
that might be given. 


(4) It was during these many discussions with colleges and 
universities that the efforts of Professor Bennett came 
to our attention. His plan for teaching Salesmanship 
through use of the sales laboratory seemed so funda- 
mental that we decided to team up with him and his 
idea as at least one practical way to give meaning and 
status to the teaching of Salesmanship. 


If you were in attendance last year, you received a copy of 
the Report of the University Research Committee of which I am 
presently the Chairman. In this report, we outlined what we had 
done to make available a laboratory manual in Salesmanship for 
use by teachers of Selling in colleges and universities. We have 
already placed several hundred of these manuals in the hands of 
professors throughout the United States, asking them to examine 
the manual and consider its use in connection with their class 
work. 


In connection with the distribution of the manual, we have 
also been endeavoring to interest colleges and universities in 
setting up a sales laboratory in which the selling equipment of 
leading firms might be made available to students in the class in 
Selling. 
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During the current year, we have been extending distribu- 
tion of the manual as widely as possible in the hope of getting a 
maximum number of professors to test its usefulness. Some of 
you may have read the article in the October issue of the Market- 
ing Bulletin in which we offered a free copy to any professor who 
had not previously received one. 


One of the problems that we have endeavored to solve is to 
work out a plan whereby the professors can secure from industry 
samples of the selling tools used by the salesman covering some 
one product. We have prepared a suggested procedure in that 
respect and are making it available to the members of the Society 
as well as to Marketing professors. 


We have no idea that the use of the Laboratory Manual in 
Salesmanship is a solution to the problem of teaching Selling. It 
is one solution; it represents one approach. We feel sure that 
there are other forms of assistance that the Society might pro- 
vide when more is known about the needs. 


The discussion here have indicated that we have a long way 
to go to come to an agreement as to the importance of Selling and 
the status that the teaching of Salesmanship should have in col- 
leges and universities. All of you are familiar with severe critics 
for the idea that this subject should be taught at all on your cam- 
puses. It seems unfortunate that an area of human endeavor in 
which we are all engaged, namely, the area of persuasion, should 
be regarded as something which need not be taught or that cannot 
be taught. 


We feel very hopeful about what our group has accomplished 
thus far. We have hada splendid response from Marketing pro- 
fessors throughout the United States with critics being in the ex- 
treme minority. Working together we feel. sure that a way will be 
found to improve offerings in the teaching of Salesmanship so that 
it may come to have the status to which we feel it is entitled ina 
competitive economy. 


We believe our greatest opportunity is to create a friendly 
relationship between representatives of industry and the Market- 
ing professors so that each will come to understand how he may 
be helpful to the other. 


For those of you who have not to-date received a copy of 
the manual, I have with me a limited number of copies for dis- 
tribution to you. With each manual, you will be given a copy of 
a report of the University Research Committee for December 
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1956 and December 1957. If you will take the time to read these 
two reports, you will understand what we are trying to do to help 
you. All Task is that you sign the record if you take a copy of 
the manual so that I may keep a complete record of all professors 
who have been given a copy of the manual. 


The remarks by Professor Bennett were a very compre- 
hensive statement of the feeling of our Committee toward the 
importance of the teaching of Salesmanship. As I have said to 
you previously, our current plans to extend the use of the Lab- 
oratory Manual in Salesmanship represent only one approach to 
the solution of this problem. We shall be endeavoring to find 
other ways to be helpful. And you may be sure that your counsel 
in this respect will be appreciated sincerely. 


ai 
Report on Collegiate Chapters of the 


American Marketing Association 


Hugh G. Wales, Chairman 
University of Tlinois 


As of December 31, 1957, we have a total of 83 active Col- 
legiate Chapters and a total membership of approximately 4, 000. 
This is the largest number of chapters we have ever had and 
represents an increase of 14 chapters during the year. In view 
of the interest expressed by a number of faculty members who 
were attending the Philadelphia meeting, it would not be too op- 
timistic to forecast that the number of chapters might exceed 90 
during the coming year. 


During the past calendar year invitations to become asso- 
ciate members in AMA have been sent to approximately 2,600 
graduating seniors. This has resulted in obtaining approximately 
85 new members to date, and a few more will probably be added 
during the coming months as a result of the invitations that have 
already been sent. 


We are arranging to issue invitations to all 1958 June grad- 
uates shortly before the first of April in order to give the grad- 
uates the benefit of the bonus membership period of three months 
--that is, from April 1, 1958 to June 30, 1959. It is estimated 
that 2,625 graduating seniors will receive invitations this spring. 


Faculty advisers of the Collegiate Chapters have been put 
on the mailing list to receive the speakers list automatically; 
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this will help then in the formulation of program plans for the 
Collegiate Chapters. Previously, they have received the list by 
request only. The excellent list has been made possible through 
the cooperation of the Chapter Activities Development Committee 
now headed by G. Wallace Robb. John Moss has been particular- 
ly active in providing us with the list in the past and is now com- 
piling an annual list for our present use. 


In the discussion of plans and ideas for the future develop- 
ment of the Collegiate Chapters a number of excellent suggestions 
were made at the Philadelphia meeting that will be given careful 
consideration by the officers of the Association. They are noted 
briefly below: 


l. A list of Collegiate Chapters and their advisors should 
be sent to all Collegiate Chapters. 


. News about the various Collegiate Chapters should be 
provided in mimeographed form and distributed in bulk 
mailings to the Collegiate Chapters. 


. A Career Conference for marketing students might be 
undertaken on a national or regional level during March 
or early April. 


Marketing students might be used more frequently by 
college administrations to do surveys that would be help- 
ful to faculty and students; for example, appraisals of 
courses. 


The itinerary of national officers while making trips on 
Association business would be useful to Collegiate 
Chapters in planning their programs. 


The key to development of Collegiate Chapters is strong 
faculty support of the student work and an active and 
enthusiastic student group to carry out the program. 
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